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This manual sets forth the National Gredit Union Admnistration's (NCUA)
current policies and procedures for granting and permtting change to a
federal credit union charter. Chapters 1 through 3, and Appendi ces A
through F were adopted by the National Oedit Union Adm nistration Board
on May 12, 1994, as Interpretive Ruling and Policy Statenent (IRPS) 94-
1. This version of the manual replaces the Decenber 1989 version, which
was based on the NCUA Board's prior policy statement on chartering and
field of menbership, IRPS 89-1. W hope it will be of help whether you
are | earning about credit unions for the first tine or have | ong been
part of the credit union community.

In setting the policies and procedures contained in this manual, we have
been gui ded by three goal s:

To provide a flexible regulatory environment to facilitate credit
uni on devel opment consistent with the Federal Credit Union Act and
ensuring credit union safety and soundness;

To inplement internal policies and procedures that will enable
NCUA staff to respond quickly, flexibly, effectively and
consistently to chartering and charter anendment requests; and

To nmake quality credit union service available to all eligible
groups who wish to have it

The manual has an introductory section, three chapters and six

appendi ces. The Introduction, designed primarily for those who are
unfamliar with credit unions, outlines the history of these unique
financi al cooperatives and the devel opnent of the state and federa
systens that charter, regulate and supervise them and that insure their
menbers' "shares," or deposits.

Chapter 1, "Federal Credit Union Chartering," sets forth what
characteristics a group nust have and what the group nmust do to obtain a
federal credit union charter. In the course of taking a group step-by-
step through the chartering process, this chapter defines the different
kinds of credit unions Congress has provided for and how they fit
together to forma single community.

Chapter 2, "Arendnents to the Field of Menbership,” describes how an
existing federal credit union may nmake what has becone the nost common
change in its charter - an anendment to Section 5, which specifies the
field of menbership it is authorized to serve. The chapter discusses
each of the three main ways such a change occurs: (1) addition of a
group which is seeking credit union service; (2) nerger of existing
credit unions; and (3) acquisition of certain assets, liabilities and
shares of a liquidated credit union
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Chapter 3, "Charter Conversions,"” shows how a credit union can convert
to and froma federal charter. There is a dual systemof chartering in
the United States; nearly all the states offer a state-regul ated
alternative to a federal credit union charter. NCUA firmy supports this
dual system and strives to nake conversions as sinple as possible,
consistent with the Federal Credit Union Act.

The manual al so includes six appendi ces. Appendix Ais a glossary of key
terns used in this manual. Appendix B is a sanple Letter of
Under st andi ng and Agreement entered into with a newy chartered credit
union. Appendix Cis a list of NCUA regional offices to which inquiries
may be directed. Appendi x D conprises the fornms referred to in the
manual -- the fornms for a new federal charter application; for federal-
to-state and state-to-federal charter conversions; and for requesting a
field of menbership or other charter amendnment. Appendix Eis a

di scussion of controls which should be placed on agents outside the
credit union's organi zation which solicit field of menbership
amendnents. Appendix Fis a list of sone of the nain credit union trade
organi zati ons which are available to assist groups in obtaining a
federal credit union charter and to help existing federal credit unions
in expanding their fields of nenbership. This list is not exhaustive; it
is intended only as a starting point.

NORVAN E. D AMOURS Chai rman, NCUA Board
SH RLEE BOME Vi ce Chairman, NCUA Board
YOLANDA TOMNSEND WHEAT Board Menber
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NCUA- FM - | NTRODUCTI ON 7/ 94

A credit union is a nenber-owned, nenber-controlled, not-for-profit
cooperative financial institution forned to permt groups of persons to
save, borrow, and obtain related financial services and to participate
inits management. Menber ownership and control are what make credit

uni ons uni que.

The cooperative novenent in financial institutions was born in Europe
during the md-1800s. The first credit union was organi zed in Belgiumin
1848 during a period of severe econom c depression. At the sane tine,
cooperative credit societies were being developed in Germany to provide
a self-help vehicle for the shopkeepers, urban workers, and farmers who
had been forced to pay usurious rates charged by the area money | enders.
In all cases, these cooperative institutions were denocratically
control l ed, were open to voluntary menbership, and had all capita

comng fromthe savings of the participants.

By 1900, the financial cooperative idea had spread to Canada, and in
1909, the first credit union was organized in the United States. By

1935, 38 states and the District of Colunbia had |aws permtting the
establ i shnent of credit unions, and over 3,000 were in existence.

In 1934, Congress passed the Federal Credit Union Act "to establish a
Federal Credit Union System to establish a further narket for
securities of the United States and to make nore avail able to peopl e of
smal | means, credit for provident purposes through a national system of
cooperative credit, thereby helping to stabilize the credit structure of
the United States.” That Act set the basic structure which governs
federal credit unions today:

Each credit union is funded by shares purchased by its menbers.
The purchase of a share allows the nenber to becone an owner with
the right to vote.

Menmbership is limted to groups, each defined in the credit
union's charter, who share a common bond of occupati on or
associ ation, or are located within a well-defined nei ghborhood,
community, or rural district.

Menmber control is denocratically exercised regardl ess of the
nunber of shares held. No nenber has nore than one vote.

Managenent is placed in the hands of volunteers. Only one board
officer may be conpensated. No ot her nenber of the board of
directors or any other commttee menber shall, as such, be
conpensat ed.

Loans, which are the primary investment for credit unions, are
made excl usively to nenbers.

The passage of the Federal Oredit Union Act established an

adm ni strative structure within the federal governnent for the

supervi sion of federal credit unions. This structure was adm ni stered by
a succession of federal agencies over the years until Public Law 91-206
was enacted in 1970. This law formed the National Oedit Union

Adm ni stration (NCUA) as an i ndependent agency with responsibility for
regul ati ng and chartering federal credit unions.

Also in that year, Congress established the National Credit Union Share
I nsurance Fund within NCUA to insure the shares of all federal credit
unions and participating state credit unions. The Fund is backed by the
full faith and credit of the U S Government.
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In 1978, the Federal Oredit Union Act was anended to establish a three
menber board, appointed by the President, to head NCUA

Today, mobst groups seeking to formor participate in a financia
cooperative have a choi ce between state and federal regulators. The
result has been unparalleled growth in the credit union novenent and a
rich tapestry of credit unions successfully serving the needs of their

menbers -- froma snall cooperative serving enployees in a factory or
nmenbers of a church, maintained in one of the nmenbers' hones, to a
multi-billion dollar cooperative providing nmenbers around the world wth

a full conplenment of financial services.

This growth and diversity has required flexibility on NCUA's part to
ensure that federal credit unions are able to neet the demands of the
changi ng environnent in which they operate. As credit unions and the
financial world evolve, NCUA will continue to update its chartering
policies to ensure that federal credit unions have the tools to fully
serve their nenbers
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NCUA- FM - CHAPTER 1 -- FEDERAL CREDI T UNI ON CHARTERI NG 7/ 94

NCUA-FM - | -- GOALS OF NCUA CHARTERI NG PCLI CY 7/94
NCUA s chartering policies are directed toward achi eving three goal s:

to uphol d the provisions of the Federal Credit Union Act
concerning granting federal charters;

to pronote credit union safety and soundness; and

to nake quality credit union service available to all eligible
groups who wish to have it

NCUA may grant a charter to any group or conbination of groups desiring
credit union service where it finds:

the group or groups possess an appropriate common bond;

the subscribers are of good character and are fit to represent the
group; and

establ i shment of the credit union is econom cally advisable -
i.e., it will be a viable institution and its chartering will not
materially affect the interests of other credit unions or the
credit union system

Cenerally, these are the only criteria NCUAwill look to. In unusua

ci rcunst ances, however, NCUA nmay consider other factors, such as other
federal law or public policy, in deciding if a charter should be

appr oved.

NCUA-FM - || -- COVWON BOND 7/ 94
Congress, in the Federal Credit Union Act, has recogni zed three types of
federal credit union common bonds -- occupational, associational, and

community. A federal credit union rmay al so consist of a conbination of
occupational, associational, and, in certain limted circunstances,
community groups. For exanple, NCUA may charter a federal credit union
consi sting of enployees of a local school district and nenbers of a
church group.

The Federal CGredit Union Act and NCUA recogni ze that individual groups
have their own common bond. Al of the groups bel onging to one
particular credit union included in Section 5 of the credit union's
charter make up the credit union's field of menbership. If the charter
is granted, the federal credit union will only be able to grant |oans
and provide services to persons within the groups defined in the field
of menber shi p.

If a federal credit union |later wishes to add persons to its field of
menbership, it nmust conply with the procedures set forth in Chapter 2.

NCUA-FM - 11.A -- Qccupational Comron Bonds 7/94
[1.A.1 -- Cenera

A federal credit union may include in a single occupati onal comron bond,
regardl ess of |ocation, any and all persons who share that common bond.
NCUA pernits a person's menbership in an occupati onal comron bond to be
establ i shed in a nunber of ways:

Enpl oynment (or a long-termcontractual relationship equivalent to
enpl oynent) in a single corporation or other legal entity makes
that person part of an occupational common bond of enpl oyees of
the entity.
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Enpl oyment in a corporation or other legal entity with an
ownership interest in or by another legal entity nakes that person
part of an occupational comron bond of enpl oyees of the two
entities.

Enpl oyment in a corporation or other legal entity which is related
to another legal entity (such as a conpany under contract and
possessi ng a strong dependency rel ati onship with anot her conpany)
makes that person part of an occupational conmon bond of enpl oyees
of the two entities.

A proposed federal credit union nust supply documentati on fromas nany
authorized representatives as are needed to establish that all persons
to be included in a single occupati onal comron bond are in fact |inked
in one of the ways descri bed above.

An occupational comron bond rnust include a geographic definition, e.g.
"enpl oyees, officials, and persons who work regul arly under contract in
Mam, Florida for ABC Corporation or any of these najority-owled
subsidiaries...."” Qher acceptabl e geographic definitions are:

"enpl oyees of ... who are paid from.." or "enployees of ... who are
supervised from..." To the maxi mum extent possible, setting geographic
definitions by changeabl e corporate or division boundary - e.g.

"enpl oyees of Federal Reserve District 6" - is to be avoi ded.

So that NCUA can nonitor any potential field of nenbership overl aps,
each group to be served (e.g., enployees of subsidiaries, franchisees,
and contractors) nay be separately |isted.

The enpl oyer nay al so be included in this common bond - e.g., "ABC
Corporation and its subsidiaries.” The enpl oyer group will be defined in
the last clause describing the field of menbership.

I[1.A. 2 -- Sanpl e Cccupational Fields of Menbership
Sorre exanpl es of occupational group definitions are:

"Enpl oyees of the Scott Manufacturing Conpany who work in Chester,
Pennsyl vania..." (common bond - same enpl oyer)

"Enpl oyees and el ected and appointed officials of the municipa
governnent in Parma, Chio..." (common bond - sane enpl oyer)

"Enpl oyees of Johnson Soap Conpany and its majority-owned
subsi di ary, Johnson Toot hpast e Conpany, who work in Augusta and
Portland, Maine..." (comron bond - parent and majority-owned
subsi di ary conpany)

"Personnel of fleet units of the U S. Navy honme ported at Myport,
Florida..." (comron bond - sane enpl oyer)

"Departnent of Defense civilian and U S. Arny personnel who work
or are stationed at, or are attached or assigned to Fort Belvoir,
Virginia, or those who are retired from or their dependents or
dependent survivors who are eligible by law or regulation to
receive and are receiving benefits or services from that mlitary
installation..." (common bond - same enpl oyer)

"Enpl oyees of those contractors who work regularly at U S Nava
Shipyard in Brenerton, Washington..." (common bond - enpl oyees of
contractors)

"Enpl oyees, doctors, medical staff, technicians, nedical and
nursi ng students who work at Boston Medical Center at the
| ocations stated..." (comron bond - sane enpl oyer)
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"Enpl oyees and teachers who work for the School D strict Nunber 3
in Austin, Texas..." (common bond - sane enpl oyer)

"Enmpl oyees of the JKL Enpl oyee Leasi ng Conpany who are paid from
Lake Charles, Louisiana..." (common bond - same enpl oyer)

"Enmpl oyees of JKL, Inc. and STU, Inc. working for the XYZ Joint
Venture Conpany in Los Gatos, California..."

Sorre exanpl es of insufficiently defined occupati onal groups are:

"Enpl oyees of engineering firns in Seattle, Washington." (Not the
sane occupati onal common bond, since various firns conpete agai nst
one anot her; nanes of firms nust be stated; however, may be the
basis for a multiple group charter.)

"Persons enpl oyed or working in Chicago, Illinois.” (No comon
bond; nanes of firns nust be stated.)

"Persons working in the entertai nment industry in California.” (No
occupati onal common bond, since firns conpete agai nst one anot her
names of firms nust be stated.)

NCUA-FM - |1.B -- Associ ati onal Commpn Bonds 7/94
I1.B.1 -- Cenera

A federal credit union may include in its field of menbership,
regardl ess of l|ocation, all nenbers of a recogni zed associ ati on

NCUA limts this common bond to groups consisting prinarily of

i ndi vidual s (natural persons) who participate in activities devel opi ng
common loyalties, mutual benefits, and nutual interests. Except for
student, church, and simlar groups, all associational comon bonds wil |
include a definition of the group that nay be served based on the
effective date of the association's charter and byl aws and a geographi c
l[imtation. Therefore, with the excepti ons noted above, applicants for
an associ ational | y-based federal credit union charter must provide a
copy of the association's charter and byl aws.

Qual i fying associ ational groups must hold neetings open to all natura
person nenbers at | east once a year, nust sponsor other activities which
clearly denmonstrate that the nenbers of the group neet and interact
regularly to acconplish the objectives of the association, and nust have
an authoritative definition of who is eligible for nenbership - usually,
this will be the association's charter and byl aws.

I n determ ning whether a group satisfies the common bond requirenent for
a federal credit union charter, NCUA will consider the totality of the
ci rcunstances -- such as whet her menbers pay dues, have voting rights,
and hold office, whether the group mai ntains a nmenbership list, the
clarity of the associational group's definition and conpactness of its
nmenber ship, and the frequency of neetings and the interaction of
nmenbers. A support group, whose nenbers are continually changi ng, nmay
not neet the criteria

NCUA s focus with respect to chartering associational federal credit
unions will be on the group’'s natural person menbers. In certain

i nstances, however, NCUA will also allow nonnatural persons (e.g.
corporate sponsors, entities participating in prograns to alleviate
poverty and di stress, or organizations of nenbers) to be eligible for
menbership. It is not necessary that every nonnatural person nenber of
the group be a recogni zed | egal entity; NCUA will consider such groups
on a case-by-case basi s.
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Student groups -- for exanple, parent-teacher organizations, alumi
associ ations, and students in a trade school or other curriculum-- and
church groups constitute associati onal common bonds and may qualify for
a federal credit union charter. Since such groups usually do not have a
formal association charter, there is no requirenent for these groups to
provide a charter or byl aws.

Homeowner associ ations, tenant groups, electric co-ops, consuner groups
and ot her groups of persons having an "interest in" a particul ar cause
and certain consuner cooperatives may be eligible to receive a federa
charter. However, they nust nake a strong show ng of common activities
which clearly denmonstrate that the group neets and interacts regularly
to acconplish the objectives of the association. Furthernore, they nust
provi de cl ear evidence of econonmic viability.

Newl y- or gani zed associ ati ons nust make a simlar strong show ng of
common activities. Experience has shown that a new group's efforts are
best focused on solidifying nenber interest before attenpting to offer
credit union service.

The associ ati onal sponsor itself may also be included in the field of
menbership - e.g., "ABC Association" - and will be shown in the | ast
clause of the field of menbership.

I1.B.2 -- Subsequent Changes to Association's Byl aws

If the association' s nenbership or geographical definitioninits
charter and byl aws is changed subsequent to the effective date stated in
the field of nenbership, the credit union nmust submt the revised
charter or bylaws for NCUA' s consideration prior to serving nenbers of
the associati on added as a result of the change. This type of field of
nmenber shi p amendrment will require follow ng the sel ect group anendnent
procedures discussed in Chapter 2.

I1.B.3 -- Wdely Dispersed Associ ational Charters

NCUA policy is to charter associational federal credit unions at the
| onest organi zational |evel which is economcally feasible. NCUA will
grant associational charters with w dely di spersed nenbershi ps only
where clearly denmonstrated to be in the best interests of the

associ ation's menbers and the credit union comrunity, and only after
scrutini zing the adequacy of the applicant's common bond and the
econoni c advisability of a nore conpact field of nenbership. NCUA in
its discretion, may require that the proposed field of menbership be
narrowed before granting a new charter. Anendment to include a | arger
portion of the association's nenbers may be allowed at a later tine, if
appropri ate.

Al so, as with any widely dispersed group, overlap issues are likely to
arise, either at the time of or subsequent to chartering. NCUA will
consider the effect that granting a charter with such a group inits
field of menbership would have on any nunber of existing credit unions.
In addition, an associational credit union with a w dely dispersed
nmenber shi p may expect overlaps, particularly at the local |evel, to be
granted to other credit unions in the future.

In recognition of these unique circunstances, NCUA follows a separate
internal procedure for associational charter applications for

associ ations with proposed fields of nenbership of 500 or nore persons
whi ch cross NCUA regi onal boundaries. NCUA's Director of Exam nation and
I nsurance and all NCUA regional directors with any of the association's
menbers located in their region nust vote on the charter application. A
majority vote is required for approvals. Tie votes are referred directly
to the NCUA Board for decision.
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I1.B.4 -- Limts of Associational Commbn Bond

Except for retiree clubs and | owincome groups (di scussed bel ow),
associ ations forned primarily to obtain a federal credit union charter
do not have a sufficient associational common bond. Simlarly,
associ ati ons based on a client-customer relationship - for exanple, an
i nsurance conpany and its custoners or a buyer's club and its nenbers -
do not have a sufficient associational common bond.

The comon bond extends only to the association's nenbers. The enpl oyees
of a nenber of a |ocal chanber of commerce, for exanple, do not have a
sufficiently close tie to the association to be included. A proposal to
i ncl ude these persons anmong those to be served by the federal credit

uni on may be considered as a nultiple-group charter application. In such
cases, letters of support and request for service nust be provided from
each separate entity.

I1.B.5 -- Sanpl e Associ ati onal Fields of Menbership
Sorre exanpl es of associational group definitions are:

"Regul ar menbers of Locals 10 and 13, IBEW Mam, Florida, who
qualify for menbership in accordance with their charter and byl aws
in effect on May 20, 1994."

"Menbers of the Hoosier Farm Bureau who live or work in G ant,
Logan, or Lee Counties of Indiana, who qualify for nmenbership in
accordance with its charter and bylaws in effect on March 7,
1994. "

"Menbers of the First Baptist Church in Topeka, Kansas.™"
"Menbers of the Shal om Congregation in Chevy Chase, Maryland."

"Regul ar menbers of the Corporate Executives Association, |ocated
in Westchester, New York, who live or work in Wstchester

Rockl and, and Suffol k Counties in New York, who qualify for
menbership in accordance with its charter and byl aws in effect on
Decenber 1, 1994."

"Menbers of the Northern Mchigan El ectric Co-op located in
Mar quette, M chigan.”

"Menbers of the ABC Association living or working in New York, New
York, who qualify for menbership in accordance with its charter
and bylaws in effect on January 21, 1994."

Sorre exanpl es of insufficiently defined associati onal group definitions
are:

"Menbers of mlitary service clubs in the State of New Mexico."
(No single associational tie; specific clubs and | ocations nust be
named; nmay be considered as multiple group.)

"Veterans of U S mlitary service." (Goup is too broadly
defined; no formal association of all nenbers of the group.)

Sorre exanpl es of unaccept abl e associ ati onal comon bonds are:

"Menbers of ABC Buyer's Qub." (An interest in purchasing does not
nmeet associ ational standards.)

"CQustoners of ABC I nsurance Conpany." (Policyhol ders or
custoner/client relationships do not neet associati ona
st andar ds. )

NCUA-FM - 11.C -- Community Common Bonds 7/94
9
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I1.C.1 -- Cenera

Congress requires that a credit union charter, based on a tie to a

speci fic geographic location, be limted to "a well-defined

nei ghbor hood, community, or rural district.” NCUA policy is tolimt the
community to a single, geographically, well-defined area where residents
i nteract.

NCUA recogni zes three types of affinity on which a conmmunity common bond
can be based -- persons who live in, persons who worship in, and persons
who work in the community. Businesses and other legal entities within
the community boundaries nmay al so qualify for nenbership. Gven the
diversity of community characteristics throughout the country and NCUA s
goal of making credit union service available to all eligible groups who
wi sh to have it, NCUA has established the foll owi ng conmon bond

requi renents for community charters:

The geographi c area' s boundaries nust be clearly defined; and

The charter applicant nmust establish that the area is recogni zed
as a distinct "neighborhood, comrunity, or rural district.”

I1.C.2 -- Special Docunentation Requirenments

Information to support that the area chosen represents one wel |l -defined
area, distinguishable fromthe i mredi ate surroundi ng areas, includes:

political jurisdictions;
maj or trade areas (shopping patterns);
traffic flows;

shared/ common facilities (for exanple, educational, medical
police and fire protection, school district, water, etc.);

or gani zat i ons/ cl ubs whose nenbership i s nade up excl usively of
persons within the area;

newspapers or other periodicals published for and about the area;
census tracts;

common characteristics and background of residents (for exanple,
incorme, religious beliefs, prinmary ethnic groups, simlarity of
occupations, household types, primary age group, etc.);

history of area; and

in general, what causes the chosen area and its residents to be

di stingui shable fromthe i medi ate surroundi ng areas and residents
-- sone exanples are old, well-established ethnic neighborhoods,

pl anned communities, and snall/rural towns.

The follow ng informati on nust be provided to support a need for a
community credit union

alist of credit unions presently in the area; and

alist of other financial institutions (for exanple, banks,
savi ngs and | oan associ ations) that service the area.

Necessary witten docunentation (for exanple, letters, surveys, studies,
pl edges, petitions) reflecting support for the application for or the
conversion to a community credit union is as foll ows:

For the residents of the area:
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appr oxi mat e nunber cont act ed

nunber in favor of the credit union
nunber against the credit union
nunber who will join the credit union

nunber who have pledged initial and/or systematic savings and
amount of pl edges.

For the enpl oyers:

nunber of area enpl oyers and nunber of enpl oyees
nunber cont act ed

nunber in favor of the credit union

nunber against the credit union

nunber willing to provide payroll deductions to the credit
uni on.

nunber willing to provide other type(s) of support to the AAU
credit union

For organi zations (including churches):

nunber in areas and nunber of nenbers
nunber cont act ed.

nunber in favor of the credit union
nunber against the credit union

nunber willing to provide sone type of support to the credit
union, i.e., advertising, facilities, etc.

letters of support fromarea civic | eaders. AAU

If the coomunity is also a recognized legal entity, it nay conprise or
be included in the field of menbership -- for exanple, "DEF Township,
Kansas" or "GH County, M nnesota."

[1.C.3 -- Conmunity Service Area

The service area of a community federal credit union is the area defined
inits charter, usually with north, east, south, and west boundari es.

I1.C.4 -- Sanple Community Fields of Membership
Sorre exanpl es of community common bond definitions are:

"Persons who live or work in, and busi nesses |ocated in the area
of XYZ Gty bounded by Fern Street on the north, Long Street on
the east, Fourth Street on the south, and El m Avenue on the west."

"Persons who live or work in Geen County, Miine..."

"Persons who live, worship or work in businesses and ot her | ega
entities located in Independent School District No. 1, DuPage
County, Illinois..."

"Persons who live or work within a 20-nile radius of the main post
office in Vlnut, Illinois..." (Rural areas only.)

Sorre exanpl es of insufficiently defined community comron bond
definitions are:

11
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"Persons who live or work wthin, and businesses |ocated within a
10-ml e radius of Washington, D.C." (Not a recogni zed
nei ghbor hood, community, or rural district.)

"Persons who live or work in the industrial section of New York
New York." (Not a recogni zed nei ghborhood, commnity, or rura
district.)

NCUA-FM - 11.D -- Miltiple Cccupational/Associ ati onal Conmon Bonds 7/ 94
I[1.D.1 -- Cenera

NCUA may charter a federal credit union to serve a conbination of

di stinct, definable occupational and/or associational comron bonds. For
a common bond which will constitute a najority of the federal credit
union's field of menbership, the requirenents for occupational and
associ ational fields of menbership apply. Any other group constituting
an occupational or associational comron bond to be included within the
federal credit union's field of nmenbership nmust be within what will be
the credit union's operational area.

A proposed federal credit union's operational area is the area which, as
determined by NCUA in its sole discretion, may reasonably be served by
the service facilities that will be accessible by the groups to be
included in the field of menbership when the credit union begins
operation. A credit union's service facility is a place where, also as
determined by NCUA in its sole discretion: (1) shares are accepted for
menbers' accounts; (2) loan applications are accepted and/or | oans are
di sbursed; (3) a nenber can deal directly with a credit union
representative; and (4) the service provided is clearly associated with
that particular credit union. An autonmated teller machine or simlar
device is not a federal credit union service facility. Simlarly, a
branch or service center shared by a nunber of credit unions is not a
service facility for purposes of this chapter

Any menbers of a group who will have access to one of a proposed federa
credit union's service facilities may be included in the field of
nmenbership. In addition, the group as a whole will be considered to be
within a proposed credit union's operational area when:

A mgjority of the group's menbers live, work, or gather regularly
within the operational area

The group' s headquarters is located within the operational area;
or

The group's "paid from' or "supervised fromf location is within
the operational area.

The foll owi ng special additional requirements pertaining to nultiple
group applications nust be satisfied before NCUA will grant such a
charter:

Each group to be included in the proposed field of nmenbership of
the federal credit union nust have its own occupational or
associ ati onal common bond.

Except for enployee groups in the same industrial park, shopping
center or simlar facility, each group nust individually request
inclusion in the proposed federal credit union's charter

The proposed federal credit union's business plan must show that
the credit union will possess the financial resources and
managenent capability to provide quality credit union service to
each group.
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The proposed federal credit union nust show that, when it begins
operations, each group to be added will be within the operationa
area of a service facility to which the group will have access.

[1.D.2 -- Sanple Miultiple Goup Field of Menmbership
An exanple of a multiple group field of menbership is:

"The field of menbership of this federal credit union shall be limted
to the foll ow ng:

1. Enpl oyees of DuPont Corporation who work in WI mngton, Del awnare;

2. Partners and enpl oyees of Smith & Jones, Attorneys at Law, who
work in WI mngton, Delaware; and

3. Menbers of the GH Association who live in WI mngton, Del anare,
and qualify for nenbership in accordance with its charter and
byl aws in effect on Decenber 31, 1994.

I1.D.3 -- Additional Docunentation

For multiple group charters, NCUAw Il need the followi ng, in addition
to what is required for new charters general ly:

For each group seeking to be included in the proposed federa
credit union's field of menbership, the credit union must, provide
aletter fromthe group, on the group's letterhead stati onery and
signed by an official representative of the group wherever
possible, or if that is not possible, such other docunentation or
certification as the regional director may, in his or her

di scretion, deem appropriate, containing this information

the fact that the group wants to obtain service fromthe AAU
proposed federal credit union, the kind of service it desires
and the credit union has agreed to provide, and the extent to
whi ch the group supports the credit union -- e.g., by providing
access to its enpl oyees or nenbers via payroll deduction, by
permtting use of enployee or nenbers' newsletter, etc.

t he nunber of enpl oyees or nenbers in the group. AAU

the proximty to the proposed federal credit union's closest
AAU service facility.

the nane of any credit union to which the group currently has
AAU access.

the group's headquarters location and all other work |ocations
AAU the credit union is proposing to serve.

If the group is eligible for nmenbership in another credit union
docunent ati on nmust be provided to support inclusion of the group
under the standards set forth in the "Cverlaps" section of this
chapter.

NCUA-FM - 11.E -- Ot her Persons Sharing Conmon Bonds 7/94

A nunber of persons by virtue of their close relationship to a common
bond group may be included, at the charter applicant's option, in the
field of menbership. These include the follow ng:

spouses of persons who died while within the field of menbership
of this credit union."

"enpl oyees of this credit union."
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"persons retired as pensioners or annuitants fromthe above
enpl oynent . "

"menbers of their imediate famlies."
"volunteers."
"organi zations of such persons.™

"Menbers of their immediate famlies" nay be generally defined as deened
appropriate by a federal credit union when including this group ambng
those to be served. To be nade effective, however, the federal credit
union's board of directors nust approve the definition by resol ution

and include it in Article XM 11, Section 2 of its bylaws. NCUA approva

i s not necessary.

Vol unteers, by virtue of their close relationship with a sponsor group
may be included. Exanples include volunteers working at a hospital or
church.

Under Article Il, Section 5 of NCUA's Standard Byl aws, if a menber

| eaves the field of nenbership, standard nenber services are terninated.
However, the board of directors may, by resolution, set forth the

ci rcunst ances under whi ch a nenber may naintain nenbership. This option
is commonly referred to as the "once a nenber, always a menber” byl aw
provi sion. NCUA approval of this provision is not necessary.

NCUA-FM - 111 -- SUBSCRI BERS 7/94

Federal credit unions are organi zed by persons who donate tine and
resources and are responsible for determning the interest, commitnent,
and advisability of formng a federal credit union. Organizing a federa
credit union takes considerabl e planning and dedication in order to
ensure the success of the new credit union

Persons interested in organizing a federal credit union shoul d contact
the NCUA regional office serving the state in which the credit union
wi Il be organized or one of the trade associations. Lists of NCUA
offices and trade associati ons are shown in the appendi ces. NCUA wil |
provide information to groups interested in pursuing a federal charter
and will assist themin contacting an organi zer

credit union organizer may be a trade association representative or a
person with training and experience in chartering new federal credit

uni ons. The functions of the organizer are to provide direction

gui dance, and advice on the chartering process. The organi zer al so

provi des the group with infornation about a credit union's functions and
pur pose, as well as technical assistance in preparing and submtting the
charter application. O ose comunicati on and cooperation between the
organi zer and the group nmenbers are critical to the chartering process.

The Federal Credit Union Act requires that seven or more natural persons
-- the "subscribers" -- nmust present to NCUA for approval a sworn
organi zation certificate stating at a m ni num

the name of the proposed federal credit union

the location of the proposed federal credit union and the
territory in which it will operate.

the nanes and addresses of the subscribers to the certificate and
t he nunber of shares subscribed by each

the initial par value of the shares.
the detailed proposed field of menbership.
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the termof the existence of the corporation, which may be
per pet ual

the fact that the certificate is made to enabl e such persons to
avai |l thenselves of the advantages of the Federal Oredit Union
Act .

Fal se statenments on the organi zation certificate may be grounds for
federal crimnal prosecution

NCUA- FM - 1V -- ECONOM C ADVI SABI LI TY 7/ 94
NCUA-FM - I V. A -- Viability 7/94
IV.A.1 -- Cenera

Before chartering a federal credit union, NCUA nust be assured that the
institution will be viable and that it will not nmaterially affect
existing state or federal credit unions. This econonm c advisability

i nqui ry has becorne especially inportant since 1970, when Congress
assigned NCUA the obligation to establish a fund insuring credit union
nmenbers' shares and to preserve that fund.

NCUA wi || conduct an independent, on-site investigation of each charter
application to assure itself that the proposed credit union can be
successful. In general, the success of any credit union depends on: (a)
the character and fitness of managenent; (b) the depth of the menbers
support; and (c) present and projected market conditions.

IV.A.2 -- Proposed Managenent's Character and Fitness

The Federal Oredit Union Act requires NCUA to satisfy itself as to the
"general character and fitness" of the subscribers. In addition
prospective officials and enpl oyees will be the subject of credit and
background investigations. The investigation reports nust denonstrate
their ability to effectively handle financial natters.

NCUA al so needs assurance that the managenent teamw || have the
requisite skills - particularly in | eadership and accounting - and the
commitnent to dedicate the tine and effort needed to make the proposed
federal credit union a success.

V. A 3 -- Menber Support

Wil e NCUA has not set a mninmumsize field of menbership for chartering
a federal credit union, experience has shown that a credit union with
under 500 potential nenbers is generally unlikely to succeed. Therefore,
a charter applicant with a proposed field of menbership of under 500
wi Il have to demonstrate convincing support for the credit union. For
exanpl e, a small occupational group nust denmonstrate a commitnent for
significant |ong-termsupport fromthe enpl oyer

The group's size is nmeaningful only if menbers participate in the credit
uni on. The charter applicant nust show that a substantial percentage of
the group's nenbers will join the credit union and use its services.
Survey results nust be based, at a mninum on a sanpling of 250
potential nenbers. In particular instances, especially where the comron
bond is broadly defined or newy established, NCUA nay require a | arger

sanpl i ng.
IV.A.4 -- Present and Future Market Conditions - Busi ness Pl an
IV.A. 4. a -- Ceneral

The ability to conpete in the marketplace and to adapt to changi ng
mar ket conditions is key to the survival of any enterprise, and a
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crucial part of that is the ability to plan well. NCUA, therefore,
requires an applicant to submt a business plan based on realistic and
supportabl e projections and assunptions, including, as a mninmum these
el ement s:

M ssi on st atenent;

anal ysis of market conditions - econonic prospects for the group
avail ability of financial services fromother credit unions,
banks, and savi ngs and | oans;

summary of survey results;

financial services needed/desired,;

financi al services to be provided;

how when services are to be inpl enent ed;

staffing of credit union and credentials of key enpl oyees;
physical facility - office, equipnent;

type of record keepi ng system including consideration of a data
pr ocessi ng system

budget for 1st and 2nd year;

sem annual pro forma financial statenents for 1st and 2nd year
i ncl udi ng assunptions - e.g., loan and dividend rates;

goal s for nunber of menbers;
goal s for operating independently;

source of funds to pay expenses during initial nonths of
operation

witten policies (shares, lending, investnents, funds nanagenent,
capi tal accurnul ation, dividends);

goal s for shares and | oans;
plan for continuity - directors, commttee nenbers; and

evi dence of sponsor commtnent if subsidies are critical to
success of the federal credit union - evidence nay be in the form
of letters, contracts, or any other such docurment on which the
proposed federal credit union can substantiate its projections.

NCUA expects that the subscribers and proposed officials will understand
and support the business plan submtted.

IV.A.4.b -- Special Requirements for Coormunity Credit Unions

Community credit unions are frequently nore susceptible to conpetition
fromother local financial institutions and generally do not have
substantial support fromany single sponsoring conpany or associ ation.

Al so, the lack of payroll deduction creates special challenges in the
devel opnent of savings pronotion prograns and in the collection of

| oans. Therefore, it is essential for the group to develop a detailed
and practical business plan for at least the first 3 years of operation.
The busi ness pl an shoul d contain, but not necessarily be limted to, the
fol | ow ng:

Anal ysis of narket area -- geographic, denographic, enploynent,
i ncorre, housi ng, and econom c dat a.
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Servi ce/ market strategy -- financial and other services to be
provi ded, new menber/share/l oan pronoti on policies and procedures,
and i ncone generation strategy.

O gani zat i onal / managemnent plan -- qualification and pl anned
training of officials/enployees, operating facilities to include
of fi ce space/ equi pnent and supplies, accounting system

saf eguar di ng of assets, insurance coverage, etc.

Fi nancial plan -- sources and application of funds statements and
prof or ma bal ance sheet and incone/ expense statenents and
assunpti ons.

NCUA-FM - 1V.B -- Effects on O her Credit Unions -- Overlaps 7/94
(This discussion pertains to new and exi sting charters.)
IV.B.1 -- Overlaps In Genera

An overlap exists when a group of persons is eligible for nenbership in
two or nmore credit unions, including state charters. CGeneral policy
requires that every reasonable effort be nade to avoid an overl ap.
Ideally, a group of persons should be included in the field of

nmenber ship of only one credit union

New credit unions are obligated to investigate the possibility of an
overlap prior to submtting an application for a new charter by
surveying the prospective field of nenbership

When a potential overlap situation does arise, officials of the involved
credit unions nmust attenpt to work the probl emout between or anong
thensel ves. In the case of a new federal credit union applying for or
converting to a conmmunity field of menbership, the applicant will
generally be required to contact only those credit unions with a service
facility within the comunity boundary. Qher credit unions serving

sel ect groups within the proposed area will not ordinarily be contacted
or afforded overlap protection unless a significant portion of their
field of menbership is affected. If the matter is resolved informally,
the applicant nust submt a letter to that effect fromthe credit union
whose field of menbership already includes the subject group

If no resolution is possible, an application for a new charter may stil
be submtted, but nust also include infornation regarding the overlap
and docunent attenpts at informal resolution. Docunentation on the
interests of the group, such as a petition signed by a majority of the
group's nenbers, will be strongly considered.

When resol ution of the issue is not possible, and other circunstances
warrant, an overlap may be permtted. Among the circunstances whi ch nay
justify an overlap are:

failure of the original credit union to provide quality service

l[imted participation by nmenbers or enpl oyees of the group in the
original credit union after the expiration of a reasonabl e period
of time; and

i ncidental overlap -- the group of persons in question is so snal
as to have no material effect on the original credit union

In reviewing the overlap, the regional director will consider the nature
of the issue, efforts nmade to resolve the natter, financial effect on
the overl apped credit union, the desires of the group(s), the desire of
t he sponsor organi zation, the opinion of the state credit union
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supervi sor and other interested parties, as applicable, and the best
interests of the affected group and the credit union nenbers invol ved.

Potential overlaps of a state credit union's field of nmenbership by a
federal credit union will generally be analyzed in the sane way as if
two federal credit unions were involved. However, where a state credit
union's field of menbership is so general as to include virtually
everyone in a wide area, NCUA may exclude any state credit union from
overlap protection altogether just as it would with a federal credit
union with a broadly defined field of nmenbership. Prior to nmaking that
decision, the regional director will consult the credit union and the
state regul ator. Any decision by the regional director will be provided
inwiting to the credit union and the state regul ator

Cenerally, NCUA will permt federal credit unions serving occupationa
groups to overl ap associational and community charters. However, shoul d
the proposed overlap pose significant safety and soundness concer ns,
NCUA may provide overlap protection for any type charter. For exanpl e,

| abor uni on groups constitute an associ ati onal comron bond, and while
sone | abor uni ons serve nenbers who work regularly for severa

enpl oyers, others have nmenbers who work for only one enployer. In these
|atter cases, overlap protection may be provided if a substantia
portion of the conpany's enpl oyees are served by the credit union

Some situations nmay not justify approval of a requested overlap. For
exanple, if the requesting credit union offers certain specialized
services not offered by the original credit union (such as credit cards,
ATMs, and I RAs), the extra services alone may not justify the overlap
Also, proximty, by itself, may not warrant approval of an overlap. A
federal credit union in Chicago, Illinois, may not have a convinci ng
argunent, based on geography alone, that a select group also located in
Chi cago woul d be better served by it than by the select group's
headquarters credit union located in Dallas, Texas.

From an overl ap prevention perspective, new charter applicants and every
occupational or associational group which comes before the regiona
director for affiliation with an existing federal credit union nust
advise in witing whether the group is included within the field of
nmenber ship of any other credit union. This requirement will alert the
regional director to possible overlap situations before they occur

Most potential field of menbership conflicts can be avoided in this way.
If cases do arise where the assurance given to a regional director
concerning unavailability of credit union service turns out later to be
i naccurate, the msinformation is grounds for renoval of the group from
the federal credit union's charter

IV.B.2 -- Overlap Issues as a Result of Organizational Restructuring

A federal credit union's field of nenbership will always be governed by
the group descriptions contained in Section 5 of its charter. Were a
sponsor organi zation expands its operations internally, by acquisition
or otherw se, the credit union may serve these new entrants to its field
of menbership if they are part of a group described in Section 5. Were
acqui sitions are nade whi ch add a new whol | y-owned or majority-owned
subsi di ary, the group cannot be served until the subsidiary is included
inthe field of menbership.

Overlaps may occur as a result of restructuring of the parent

organi zation. Oredit unions affected by organi zati onal restructuring are
required to first attenpt to resolve overlap i ssues anong thensel ves.
Once the affected credit unions reach agreement, they nust apply to NCUA
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for a nodification of their fields of nenbership to reflect the groups
each will serve

In addition, credit unions nmust submt correspondence fromthe parent
organi zation explaining the restructuring and providing infornation
regardi ng the new organi zati onal structure to NCUA. To help in future
nmoni tori ng of overlaps, the organi zational structure should identify
di vi sions and subsidiaries and the | ocation and nunber of enpl oyees at
each | ocati on.

Overl aps may al so occur as a result of the parent organization's merger
NCUA s general policy of avoiding overlaps applies to those resulting
fromcorporate nergers as well. Affected credit unions nust nake every
reasonabl e effort to identify up front and address the overlap issue
rai sed by parent corporation nergers and nust attenpt to resol ve any

di fferences anong thensel ves. In those rare cases which require NCUA s
intervention, all attenpts to resolve the issues nust be fully
docunented by the affected credit unions.

Affected credit unions shoul d consider consolidation (nerger) of
institutions as a possible alternative to dividing up the field of
nmenbership, particularly if safety and soundness concerns exi st or
future viability is in question. A federal credit union which has a
broad based field of nenbership generally has a better chance of
survival when a sponsor restructures or closes.

Wil e neutral, NCUA will make the final decision regarding field of
nmenber shi p amendnents, taking into account the credit unions
agreenents, safety and soundness concerns, the desires of the nenbers,
the significance of the overlap and other rel evant issues.

NCUA wi || be flexible when working with credit unions affected by parent
corporation nergers and divestitures. Were no other credit union
service is avail abl e and the sponsor and its enpl oyees desire to

conti nue service, NCUA may use wordi ng such as the follow ng:

"Enpl oyees of XYZ Corporation, formerly a subsidiary of ABC
I ncorporated, located in Charleston, South Carolina..."

IV.B.3 -- Overlaps -- Exclusionary C auses
(This discussion pertains to new and existing charters.)

Where two credit unions agree and/or NCUA has determ ned that an overl ap
shoul d be avoi ded, this decision may need to be nenorialized in a
federal credit union's charter through an excl usionary cl ause. Exanpl es
of excl usionary wording are:

persons who work for H 1o Sugar Conpany, except those who work in
or are paid fromor are supervised from San Franci sco, California.

persons who work for the ABC Co., except those enpl oyed by the XYZ
Di vision as of June 30, 1994,

persons who work for the ABC Co., except those who were nenbers of
the XYZ Federal Oredit Union as of June 30, 1994.

Excl usi onary clauses are very difficult for credit unions and NCUA to
nmonitor properly. To minimze this difficulty, NCUA generally does not
require federal credit unions to apply exclusionary clauses to persons
eligible for menbership in another credit union sinply because they are
one of the "other persons sharing comon bond" listed in Section Il.E of
this chapter.

Moreover, if phrased inproperly or used in situations for which they are
not suited, exclusionary clauses can be ineffective or create obvious
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inequities -- one spouse may be eligible for menbership in a federa
credit union while the other may not; one enpl oyee nay be eligible for
credit union service while the person working next to himor her may
not. For this reason, exclusionary clauses are rarely if ever
appropriate for inclusion in a community charter's field of nenbership
as a way to resol ve overl ap concerns.

(One exanpl e of an appropriate use of an exclusionary clause nay be where
there is a merger of two corporations served by two credit unions which
will continue to serve their groups as they had prior to their sponsors
consol idation. Addition of an exclusionary clause to the field of

menber ship of one or both of the credit unions may be the best way to
clarify the division of service responsibility within the new corporate
entity.

When an excl usionary clause is included in a federal credit union's
field of menbership, NCUA will strive to define as precisely as
possi bl e:

the identity of the group to be excl uded;

whet her the exclusion is to apply to the entire group or only to
those who are actually nenbers of another credit union; and

whet her the exclusion is to apply only to the current nenbers of
the group or to future nmenbers as well.

NCUA- FM - V -- SPECI AL SI TUATI ONS 7/ 94

There are sone instances where, because of overriding policy, special
common bond rul es apply. To ensure quality service to as many | ow i ncone
and senior citizens as possi bl e, NCUA has established broader common
bond rules for federal credit unions seeking to serve those groups.
Further, to expedite service to groups in industrial parks, shopping
centers, and simlar areas, the docurmentation requirenments for federa
credit unions seeking to serve these groups have been sinplified.
Finally, to ensure consistency throughout the credit union novenent,
NCUA has centralized decision naking for the corporate credit union
programin the Central Ofice.

NCUA-FM - V. A -- LowInconme Credit Union Goups 7/94
V.A. 1 -- Ceneral

A lowinconme credit union is defined in Part 701.32 of the NCUA Rul es
and Regul ations as one where a majority of its nmenbers either earn |ess
than 80 percent of the average for all wage earners as established by
the Bureau of Labor Statistics, or whose annual inconme falls at or bel ow
80 percent of the nedi an househol d i ncone for the nation. In docunenting
its lowincome nmenbership, a credit union that serves a geographica

area where a majority of residents fall at or bel ow the annual incone
standard is presuned to be serving predom nantly | owincome nenbers.

A credit union designated by NCUA as serving predom nantly | owincone
menbers has greater flexibility in accepti ng nonmenber deposits insured
by the National Cedit Union Share Insurance Fund. It nmay al so
participate in special funding prograns such as the Community

Devel opnent Revol ving Loan Programfor Gredit Unions if it is involved
in the stinmulation of econom c devel oprent and community revitalization
efforts. Acredit union participating in the revolving | oan programis
also eligible for technical assistance. The requirenents for
participation in the revolving | oan programare set forth in Part 705 of
NCUA' s Regul ations. Only operating credit unions are eligible for
participation in the revol ving | oan program
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A federal credit union charter applicant neeting the definition of a

| owincone credit union should forward a separate request for |owincome
desi gnation, along with appropriate docunentation, at the tine the
charter application is subnmtted. A charter applicant's |owincome
designation will be based on its primary field of nenbership and not on
its actual nmenbers as is the practice for operating credit unions. In
nost cases, if the credit union qualifies, NCUAwill grant the charter
and | owi ncone designation sinmultaneously.

A lowincone federal credit union charter applicant may contract with a
third party to assist in the chartering process. Even after the charter
is granted, a lowincone credit union may contract with a third party to
provi de necessary nanagement services. Such contracts should be for a
duration of 1 year subject to renewal. However, within 3 years of
comrencenent of operations, the credit union should no |onger require
such servi ces.

V.A 2 -- Special Common Bond Rules for Low | nconme Federal Credit Unions

Cenerally, a lowincome credit union is chartered as a community or
associ ational credit union. Alowincone credit union that has a
communi ty comron bond may i nclude the follow ng | anguage in its field of
menber shi p

"Persons who live in [the target area]; persons who regul arly work,

wor shi p, performvol unteer services, or participate in associations
headquartered in [the target area]; persons participating in prograns to
all eviate poverty or distress which are located in [the target area];

i ncor porated and uni ncor porated organi zations |located in [the target
area] or maintaining a facility in [the target area]; and organizations
of such persons.”

In recognition of the special efforts needed to hel p make credit union
service available to persons in | owincome communities, NCUA permts
credit union chartering and field of nmenbership anendnents based on
associ ational groups formed for the sol e purpose of making credit union
service available to | owincome persons. The associ ation nust be defined
so that all its nenbers will neet the | owincone definition of Part

701. 32 of NCUA' s Regul ations. The association, in docunenting its | ow

i ncomre nenbership, nmay use the same types of docunentation as is
currently permtted for determ ning whether a community is | owincone
under Part 701.32 of NCUA s Regul ati ons.

In addition, a proposed | owincone comrunity or associationally-based
federal credit union may include in its field of menbership, w thout
regard to location, another group constituting an occupati onal

associ ational, or community comron bond. Except for the operational area
requi renents, the proposed credit union nust neet all the requisites for
including the group inits charter. Mreover, the proposed credit union
must take care to ensure that it will continue to neet the requirements
for |owincone status.

V.A. 3 -- Special Common Bond Rules for Other Federal Credit Unions
Seeking to Serve Low I ncone Persons

In the interest of making credit union service available to persons in

| owi ncone communities, NCUA al so permts any occupati onal

associ ational, multiple group, or comunity federal credit union to
include inits field of menbership, without regard to | ocation
communi ti es and associ ati onal groups satisfying the | owincone
definition of Part 701.32 of NCUA's Regul ations. The associ ati onal group
may be forned for the sol e purpose of providing eligibility for federa
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credit union service, but nust conprise only persons neeting NCUA s | ow
i ncone definition

The federal credit union adding the | owincome community or association
must docunent that the community or association neets the | ow i ncome
definition in Part 701.32 of NCUA's Regulations, just as is required for
a designated | owincome credit union. A federal credit union adding such
a comunity or association, however, would not be able to receive the
benefits, such as expanded use of non nenber deposits and access to the
Communi ty Devel opnent Revol ving Loan Programfor Gredit Unions, offered
to | owincone credit unions.

A federal credit union that desires to include a | owincome comunity or
association inits field of nenbership nust first devel op a business
pl an specifying howit wll serve the entire | owincone comrunity. The
busi ness plan, at a mnimum nust identify the credit and depository
needs of the | owincone community or association and detail how the
credit union plans to serve those needs. The credit union will be
expected to regularly review the business plan, as well as |oan
penetration rates in the comunity to determne if the community is
bei ng adequately served. NCUA will require periodic service status
reports on its service to the | owincome conmmunity and may revi ew the
credit union's service to | owincome persons during exam nations.

NCUA-FM - V.B -- Retiree and Senior Citizen G oups 7/94

Speci al common bond rules al so apply for providing service to retiree
and senior citizen groups. It is NCUA policy to encourage federal credit
unions to bring credit union service to senior citizens (aged 50 and
over) and retired persons. To help in this effort, federal credit unions
may form associ ati ons of such persons for the sol e purpose of providing
eligibility for credit union service. Except for the m ni mum age

requi renent of 50, the definition of a senior citizen is left to the
credit union's discretion. Mreover, the only docunentation requiremnent
for including such an association in a federal credit union's charter is
a witten request fromthe credit union; no request fromthe group or
copy of the association's charter or bylaws will be needed. In all other
respects, however, the requirenents for including an association in a
federal credit union's field of nmenbership apply, including those
relating to the credit union's operational area.

NCUA- FM - V. C -- Enpl oyees at Industrial Parks, Shopping Centers, and
Simlar Areas 7/94

A federal charter may include inits field of nmenbership persons working
in a particular industrial park, shopping nmall, office conplex, or
simlar devel opnent either through a community or nultiple group
charter.

If the multiple group option is selected, NCUA permts the credit union
to satisfy the requirement for a request fromeach of the groups through
a request by the conpl ex owner, |easing agent, or simlar responsible
official. The conpl ex owner, |easing agent or simlar official nust
provide informati on regarding credit union service available to any
segnent of the proposed sel ect group amendment or proposed federa

credit union. It is up to the applicant credit union to investigate

whet her credit union service is already avail able to any segment of the
sel ect group anendment or proposed charter.

In general, exclusionary clauses will not be used to protect any

over| apped credit union. However, in those cases where each enpl oyee
group in the conplex has not specifically requested credit union
service, NCUA nay exerci se broad discretion in addressing overlaps with
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other credit unions and any request froma group to be renmoved fromthe
field of menbership.

The followi ng or simlar wording will be used to define groups added
under this procedure:

"Enpl oyees who regularly work in the Plaza Mall, New Ol eans, Louisiana"

If the coomunity option is selected, the industrial park, shopping
center, or office conplex nust meet the standards for community
charters.

NCUA-FM - V.D -- Corporate Federal Credit Unions 7/94
A corporate credit union is defined as one that:

is operated primarily for the purpose of serving other credit
uni ons;

is designated by NCUA as a corporate credit union; and

l[imts natural person nembers to the mninumrequired by state or
federal lawto charter and operate the credit union

Corporate credit unions operate under and are governed by standards
different fromthose applicable to natural person credit unions. These
standards are set forth in Part 704 of NCUA' s Regul ati ons.

Supervision of corporate credit unions is the responsibility of NCUA s
O fice of Examnation and Insurance. Al applications for federa
corporate charters, as well as requested changes to Section 5 of the
charter of existing corporate federal credit unions should be directed
to that office.

NCUA- FM - VI -- NAME SELECTION 7/94

It is the responsibility of federal credit union organizers to ensure
that the federal credit union applicant's name or federal credit union
name change does not constitute an infringenent on the name of any
corporation in their trade area. This responsibility al so includes
researchi ng any service marks or trademarks used by any other credit
union in their trade area. NCUA will ensure, to the greatest extent
possible, that the credit union's nane:

is not already being officially used by another federal credit
uni on;

wi Il not be confused with NCUA or another federal or state agency,
or with another federal credit union; and

does not include inappropriate | anguage.

The last three words in the name of every credit union chartered by NCUA
nust be "Federal Cedit Union."

NCUA- FM - VIl -- STEPS TO TAKE TO ORGANI ZE A FEDERAL CREDI T UNI ON 7/94
NCUA-FM - VII.A -- Cetting Started 7/94

Fol | owi ng t he gui dance contai ned t hroughout this policy, the organizers
shoul d submt the proposed field of nenbership to NCUA early in the
process for witten tentative approval

Onhce the field of nenbership has been tentatively approved, and the
organi zer is satisfied the application has merit, the organizers shoul d
conduct a prelimnary organi zational neeting to elect seven to ten
persons to serve as subscribers. The subscribers should | ocate willing
i ndi vi dual s capabl e of serving on the board of directors, credit
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commi ttee, supervisory committee, and as chief operating officer/manager
of the proposed credit union

The organi zers and subscri bers should arrange for any neeti ngs necessary
to devel op the business plan discussed in Section IV.A 4 of this chapter
and to conpl ete the docunentation for submttal to NCUA. Each of the
requi red documents is discussed nore fully later in this chapter

The organi zers and subscri bers nust apply for insurance of nenber
accounts. The Certificate of Resolutions (NCUA 9501) will be executed by
the prospective chief executive officer and recording officer. Follow ng
action on this issue, the prospective chief executive officer and chief
financial officer will execute the Application and Agreenents for

I nsurance of Accounts (NCUA 9500). These docunents shoul d be provided to
NCUA as part of the charter application

The organi zers and subscri bers shoul d al so conpl ete an NCUA 4012, Report
of Oficial or Enployee, for each prospective board nenber, credit and
supervi sory committee nmenber, and enpl oyee. The NCUA 4012s shoul d be
subnmitted to NCUA as early as possible to enabl e the necessary credit
reports and background checks to be obtained well in advance of the
antici pated charter date. NCUA will pay the direct costs of acquiring
such credit and background checks.

Subsequent organi zational neetings may be held to discuss the progress
of the charter investigation, to announce the proposed sl ate of
officials, and to respond to any questions posed at the mneeting.

I f NCUA approves the charter application, the subscribers, as their
final duty, will elect the board of directors and credit conmttee of
the proposed federal credit union. The new board of directors will then
appoi nt the supervisory comittee.

NCUA-FM - VII1.B -- Support for Charter Application 7/94
VII.B. 1 -- Cenera

As discussed previously in this chapter, applicants for federal credit
uni on charters nust, at a mninum provide evidence that:

the group constitutes a recogni zed conmon bond;

the subscribers, prospective officials and enpl oyees are of good
character; and

the establishnent of the credit union is econonically feasible.

In addition, the Federal Oedit Union Act requires applicants to submt
a sworn organi zation certificate setting forth seven criteria (see
section entitled "Subscribers"” earlier in this chapter). In order to
process the application and capture all required information, NCUA has
devel oped certain chartering forms to assist organi zers. See Appendi x D
for the necessary bl ank forns.

VII.B.2 -- Federal Credit Union Investigation Report, NCUA 4001

Applications for new federal credit unions will be submtted on NCUA
4001. (State-chartered credit unions applying for conversion to federa
charter will use NCUA 4000. See Chapter 3 for a full discussion.) The
organi zer is required to certify the informati on and recomrend approva
or di sapproval, based on the investigation of the request. Instructions
and gui dance for conpleting the formare provided on the reverse side of
the form Associational charter applicants nust include a statement of
their menbership criteria (normally the group's charter or byl aws) and
current financial statenments on the associational sponsor
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VII.B.3 -- Report of Oficial and Enpl oyee, NCUA 4012

This form docunents general background information of each official and
enpl oyee of the proposed federal credit union. Each official nust

conpl ete and sign this form The organi zers nust review each of the NCUA
4012s for elenments -- crimnal convictions, indictnents, etc. -- that
woul d prevent the prospective official or enployee fromserving in an
official capacity. Further, such factors as past due credit obligations
and bankruptci es disclosed during credit checks nmay disqualify an

i ndi vi dual

VII.B. 4 -- Organi zation Certificate, NCUA 4008

Thi s docunent establishes the seven criteria required of subscribers by
the Federal Credit Union Act and is signed by the subscribers and
notari zed. This docunent should be executed in duplicate. During his or
her on-site contact, the NCUA staff menber assigned to the case will
assist in the proper conpletion of this docurnent.

VII.B.5 -- Certification of Resolutions, NCUA 9501

Thi s docunent certifies that the board of directors of the proposed
federal credit union has resolved to apply for insurance of nenber
accounts and has authorized the chief executive officer and chief
financial officer to execute the Application and Agreenents for

I nsurance of Accounts. This formnust be signed by both the chief
executive officer and recording officer of the proposed federal credit
uni on.

VII.B.6 -- Application and Agreenents for Insurance of Accounts, NCUA
9500

Thi s docurent contains the agreenments with which federal credit unions
must conply in order to obtain National Oredit Union Share | nsurance
Fund (NCUSI F) coverage of nenber accounts. The docunent mnust be

conpl eted and signed by both the chief executive officer and chi ef
financial officer. Each prospective federal credit union nust qualify
for federal share insurance

NCUA-FM - VI -- NCUA REVI EW 7/ 94
NCUA-FM - VIII.A -- General 7/94

As discussed previously, NCUA may provide tentative approval of the
proposed federal credit union's field of nenbership. Additionally,
credit and background investigations may be conducted concurrently by
NCUA wi th ot her work being perfornmed by the organi zers and subscri bers
to reduce the likelihood of delays in the chartering process.

Once NCUA receives a conplete charter application package, an

acknow edgment of receipt will be sent to the organizers within 10

busi ness days of receipt, and a staff menber will be assigned to perform
an on-site contact with the proposed officials and others having an
interest in the proposed federal credit union. NCUA will make every
effort to process the application expeditiously.

The staff menber will review the application package and verify its
accuracy and reasonabl eness. The staff nenber will inquire into the

fi nanci al managenent experience, suitability and commtnent of the
proposed of ficials and make an assessnment of econom c advisability. The
staff menmber will also assist the subscribers in the proper conpletion
of the Organization Certificate, NCUA 4008. By assisting in the

conpl etion of the Organization Certificate, the staff menber nay,

wi thout indicating his or her endorsement of the charter application
expedite the process.
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The staff menber will thoroughly anal yze the prospective credit union's
busi ness plan for realistic projections, attainable goals, and tine
commtnent. Any concerns will be reviewed with the organi zers and

di scussed with the prospective credit union's officials.

The staff menber will then make a recomrendati on to the regiona

director regarding the charter application. Hs or her recommendation
may include specific provisions to be included in a Letter of
Under st andi ng and Agreement. In nost cases, NCUAw |l require the
prospective federal credit union's officials to enter into an agreenent
not to engage in certain activities. The agreement is for alinmted term
-- usually 2 to 4 years. A sanple Letter of Understandi ng and Agreenent
is provided in Appendi x B

NCUA-FM - VIII1.B -- Regional Director Approval 7/94

Once approved, the board of directors of the newy fornmed federal credit
union will receive a signed charter and byl aws fromthe regiona
director. Additionally, the officials will be advised of the nane and
mai | i ng address of the exam ner who has been assigned responsibility for
supervi sing and exam ning the credit union

Cenerally, the examner will contact the credit union officials shortly
after approval of the charter in order to arrange for the initia

exam nation (usually within the first 6 nonths of operation). Assistance
in comrencing operations is generally avail abl e through the various
trade organi zations listed in Appendix F

NCUA-FM - VII11.C -- Regional Director Disapproval 7/94

Where a regional director disapproves any application, in whole or in
part, under this chapter, the organizers will be inforned in witing of
the specific reasons for the action. Were applicable, the regiona
director will provide information concerning options or suggestions that
they coul d consider for gaining approval or otherw se acquiring credit
uni on service

The letter of denial will include the procedure for and ot her
information on the group's right to appeal the decision

NCUA-FM - VII11.D -- Appeal of Regional Director's Decision 7/94

The procedures for filing an appeal of any actions taken by NCUA
regional directors will be followed. If not included with the denial
notice, a copy of these procedures may be obtai ned fromthe regi ona
di rector who nade the decision

The prospective group may submt substantive new and additi ona
information to the regional director for reconsideration. In these
cases, the request will not be considered as an appeal but as a request
for reconsideration by the regional director. If the request is again
deni ed, the group may proceed with the appeal process.

NCUA- FM - | X - FUTURE SUPERVI SI ON 7/ 94

Once NCUA has granted a charter to a new federal credit union, an
exam ner will be assigned to supervise the credit union

The exam ner will be responsible for nonitoring the progress of the
credit union and ensuring it gets off to a good start. The exam ner wil |
al so nonitor conpliance with the ternms of the Letter of Understandi ng
and Agreement. Typically, the examner will require copies of nonthly
board mi nutes and financial statenents.

Each federal credit union is examned regularly by NCUA to determ ne
that it remains in conpliance with | aw and regul ati on, and to deternine
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that it does not pose undue risk to the National Oedit Union Share
| nsurance Fund.

The Federal COredit Union Act requires all newy chartered credit unions,
up to 2 years after the charter anniversary date, to obtain NCUA
approval prior to appointnment of any board menber, any credit or
supervi sory committee nmenber, or any senior executive officer. Part
701. 14 of the NCUA Regul ations sets forth the notice and application
requirenents. If NCUA issues a Notice of Disapproval, the newy
chartered credit union is prohibited frommaki ng the change. NCUA may
di sapprove an individual serving as a director, commttee nmenber or
seni or executive officer if it finds that the conpetence, experience,
character, or integrity of the individual would not be in the best
interests of the menbers of the credit union or of the public to permt
the individual to be enployed by or associated with the credit union

27



National Credit Union Administration

Chartering and Field of M ember ship Manual

NCUA- FM - CHAPTER 2 -- AMENDMENTS TO THE FI ELD OF MEMBERSHI P 7/ 94

NCUA- FM - | -- | NTRODUCTI ON 7/ 94

As stated in Chapter 1, Section 5 of every federal credit union's
charter defines the groups the credit union is legally entitled to
serve. There are a nunber of instances in which Section 5 nay need to be
changed. On each of these occasions, the federal credit union nust

obt ai n approval from NCUA before anending its charter

First, a group not included in a federal credit union's charter may w sh
to be served by that credit union. This may occur through agreenent

bet ween the group and the credit union directly, or through a nerger
purchase and assunption (P&A\), or spin-off. Second, a federal credit

uni on may wi sh to change its common bond entirely -- from an
occupational to a community credit union, for exanple, or vice versa
Third, which is discussed in Chapter 3, a state-chartered credit union
may wish to convert to a federal charter. (The field of menbership of a
federal credit union converting to a state charter is determ ned under
applicable state | aw, except to the extent that the credit union seeks
to continue to be federally insured and the proposed new field of

menber ship woul d adversely affect the safe and sound operation of the
institution.) Finally, a federal credit union may wi sh to renove a group
fromits field of menbership -- for exanple, through agreenent with the
group or a spin-off.

NCUA s goals with respect to anendments of federal credit union charters
are the same as for including groups in the charters of new federa
credit unions. The Agency's analysis, therefore, is also simlar, though
adapted for the different circunmstances in which the issue arises --
primarily the facts that the federal credit union is in existence and
has a history of service that can be eval uat ed.

The three issues NCUA nust eval uate in deciding whether to approve a
change in a federal credit union's field of menbership are:

whet her the change satisfies NCUA' s comron bond requirenents;

whet her the interests of the group to be added are denonstrat ed;
and

whet her the change is econom cal |l y advi sabl e.
NCUA-FM - 11 -- ADDI TI ONS THROUGH DI RECT AGREEMENT W TH A GROUP 7/ 94

The nost common type of addition to a federal credit union's field of
menbership is through agreement with the group itself. The requirements
are simlar to those for including a group in a federal credit union's
charter initially.

NCUA-FM - 11.A -- Common Bond Requirenent 7/94

I[1.A1 -- Additions to Fields of Menbership of Cccupati onal
Associ ational, and Multiple Qccupational / Associ ati onal Federal Cedit
Uni ons

As with new nultiple occupational /associati onal federal credit unions,
occupational and associ ati onal groups nay be added to occupati onal
associ ational, and multiple occupational /associati onal federal credit
unions in tw ways. If the group is part of an occupational or
associ ati onal common bond which constitutes a majority of the federa
credit union's field of menbership, the group may be added regardl ess of
| ocati on. These are commonly called "comon bond additions."” For any

ot her occupational or associational common bond, the group nust be
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within the credit union's operational area. These are commonly call ed
"sel ect group additions."

The requi rements for common bond additions are identical to those for
i ncl usi on of occupational and associ ati onal comon bonds in a credit

union's initial field, of nmenbership; please refer to Section Il.A and
I1.B of Chapter 1 for guidance. The requirenents for select group
additions are sinmlar to those set forth in Section I1.D of Chapter 1

for inclusion of other associational and occupational groups in a
multiple group federal credit union's field of nmenbership initially,
with this exception: The credit union may add groups within the
operational area of one of its planned service facilities if:

The planned facility begins operation shortly after the group is
added; and

The current field of menbership constitutes a significant portion
of the total field of menbership to be served initially by the
proposed facility. A though the addition of a new sel ect group
alone is not enough to justify a planned service facility, it is
perm ssible to include new groups as partial justification for
such a facility.

Moreover, in the case of a planned facility, NCUA may, inits
discretion, require financial projections and/or a business plan
supporting anendnents around that service facility in order to determn ne
the economc feasibility and to address any safety and soundness
concerns of the anendnent.

I[1.A.2 -- Additions to the Coormbn Bond of a Community Federal Credit
Uni on

Community federal credit unions, except those designated | owincome or

di stressed, may expand their fields of nenbership only by redefining
their boundaries. There nust be interaction among persons who live or
work within the proposed wel |l -defined nei ghborhood, comunity or rura
district. The burden of proof for existence of the common bond is placed
upon the applicant credit union

In the majority of cases where community credit unions are asking to
expand their areas of service, and in all cases where a conversion to a
community charter is proposed, an NCUA staff menber will make a
docunented on-site evaluation of the proposal. The staff menber will
prepare a separate analysis of the proposed anendnent, independent of
the credit union's application. Follow ng conpletion of the on-site
eval uation and regional office review of the staff nenber's report, the
regional director will act on the proposal. Certain expansions require
NCUA Board consi deration

I1.A. 3 -- Special Situations
I1.A . 3.a -- Ceneral

The special rules for credit unions serving | owincome persons, serving
retirees and senior citizens over 50 years old, and serving enpl oyees at
industrial parks, shopping centers and sinlar facilities apply equal ly
to field of nenbership additions. However, there are two specia
situations unique to existing federal credit unions: (1) corporate
restructurings; and (2) plant or base closings, and other kinds of
distress to a substantial portion of a credit union's menbership.

I[1.A.3.b -- Corporate Restructuring

If an occupational or associational group within a federal credit
union's field of menbership undergoes a substantial restructuring, the
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result is often that portions of the group are sold or spun off. This is
an event which requires a change to the credit union's field of
menbership if the credit union is to continue to provide service. NCUA
will permt a credit union to add to its field of menbership a sold or
spun of f group to which it has been providing service, without regard to
location, if the group requests continued service, docunented by a
letter froman official representative, on the group's letterhead where
possi bl e.

Il.A.3.¢c -- Distressed Situations

If a major group within the field of menbership of any federal credit

uni on -- whet her occupational, associational, community or multiple
group -- suffers a severe economc reversal -- e.g., a plant or base
closing -- one option for the credit union may be to diversify its field
of menbershi p by addi ng groups desiring to be served. If economcally
advi sable, NCUA nay facilitate the credit union's diversification
efforts, to the extent and only until the credit union's viability is
assured, by allowing the credit union to add occupational and

associ ational groups w thout regard to location. To obtain this

aut horization, the credit union nmust submt a request for designation as
a distressed credit union to its regional director.

The decision will be based on the totality of the circunstances,

i ncluding the severity of the econom c problem whether offsetting gains
fromthe expansion of other groups currently inits field of nmenbership
are reasonably foreseeable, the availability of other groups able to be
served, the likely cost the credit union will incur in reorienting
itself to serve those groups, the conpetitive environnent it is
operating in, the effect on other credit unions, and the availability of
alternatives such as merger. Prior to naking a determnation on this

i ssue, NCUA may request such additional information, including a

busi ness plan, as nay be appropri ate.

NCUA-FM - 11.B -- Interests of the Goup to be Added 7/94

O primary concern to NCUA is that quality credit union service be
provided to all groups served by a federal credit union. Therefore, wth
respect to each field of menbership addition, NCUA requires

docunent ation fromeach group to be added stating that it desires
service fromthe applying credit union

NCUA-FM - 11.C -- Economic Advisability 7/94

Prior to granting a field of nenbership addition, NCUA will exam ne the
amendnent's likely effect on the credit union's operations and financia
condition, and its likely effect on other credit unions. Mst of the

i nformati on needed for analyzing the effect of adding a particular group
will already be avail able to NCUA t hrough the exam nati on and cal |
reports; generally, nothing nmore will be needed. However, in particular
cases, a regional director nmay ask for additional information prior to
maki ng a decision. Wth respect to a proposed addition's effect on other
credit unions, the requirenents on overl apping fields of menbership set
forth in Section IV.B of Chapter 1 apply here as well.

NCUA-FM - 11.D -- Docunentation Required 7/94

The document ati on needed for community charter additions will vary
substantially dependi ng on the circunstances, and has been described in
general terns above. For common bond and sel ect group additions, which
constitute the bul k of amendnent requests, the procedures are nore
standardi zed. A federal credit union requesting such a change nust
submt a formal witten request, using the Application for Field of
Menber shi p Amendrent, NCUA 4015, shown in Appendix D, or its equivalent,
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to the appropriate NCUA regional director. The request nust be signed by
an authorized credit union representative.

The Application for Field of Menbership Arendnent, NCUA 4015, nust be
acconpani ed by the foll ow ng:

Aletter signed by an official representative of the group to be
added. Werever possible, this letter nust be subnmtted on the
group's letterhead stationery -- regional directors may, at their
di scretion, however, accept such other documentation or
certification as they deemappropriate. This letter nmust indicate:

that the group wants to be added to the applicant federal AAAU
credit union's field of menbership;

whet her the group presently has any credit union service AAAU
avai | abl e;

the nunber of persons currently included within the group to be
AAAU added and their |ocations; and

in the case of a select group addition, the group's proximty
AAAU to one of the credit union's service facilities to which
the group has access.

If the group is eligible for menbership in any other credit union
docunent ati on nmust be provided to support inclusion of the group
under the standards set forth in Section IV.B of Chapter 1.

If the group to be included is an associati onal group, the credit
uni on nmust, where required as established in Chapter 1, also
provi de a copy of the group's charter and byl awns defining the
group's purpose, nenbership classes, and geographi cal area.

NCUA-FM - 111 -- ADDI TI ONS THROUGH CONSCOLI DATI ON W TH ANOTHER CREDI T
UNI ON 7/ 94

NCUA supports credit unions desiring to remain a separate entity.
However, there are three other ways a federal credit union can expand
its field of menbership, two of which result in a credit union's ceasing
to exist -- by taking in the field of nenbership of another credit union
through a nmerger or a purchase and assunption (P&, or by taking a
portion of a continuing credit union's field of menbership through a
spin-off. Spin-offs are discussed in Section VI of this chapter

NCUA-FM - T11.A -- Mergers 7/94

Cenerally, the standards applicable to field of menbershi p anendnents
apply to mergers where the continuing credit union is a federal charter.
In particular, where the nmerging credit union is state chartered, the
field of menbership rules applicable to a credit union converting to a
federal charter apply. However, there are sone differences:

As to a merger involving a comron bond addition, the requiremnents
to provide a request for credit union service fromthe corporate,
associ ational, or other unit to be added is not required, since
the unit already has credit union service.

As to a merger involving a select group addition

For the sane reason, the requirenent for a letter fromeach
group included in the credit union's field of menbership is not
required

31



National Credit Union Administration

Chartering and Field of M ember ship Manual

Where a state credit union is merging into a federal credit
uni on, the operational area requirement nmay be waived on a
proper showing that the credit union will continue to be able
to provide quality service to its current field of menbership
as a federal credit union. Upon merging, the state credit
union's field of menbership will be worded to conformto the
NCUA standards set forth in Chapter 1. Any subsequent field of
nmenber shi p amendnments nust conply with applicabl e amendnent

pr ocedur es.

As to a nmerger of a comunity credit union into a federal credit
uni on of any type, the continuing credit union may be permtted to
continue to provide service to the merging credit union's nenbers
of record as of the merger date where the operational area
requirenent is satisfied. Except in the case of an energency
nmerger, the continuing federal credit union can obtain only the
nmenbers of record of the merging commnity credit union

Where both credit unions are comunity charters, the continuing credit
union is a federal credit union, and the criteria for expanding the
service area of a community federal credit union (as discussed
previously in this chapter) are satisfied, the entire field of
nmenbership of the nerging credit union may be added to the continuing
federal credit union's charter

Mergers nust be approved by all affected NCUA regional directors, and
as applicable, the state regul ators.

NCUA-FM - 111.B -- Energency Mergers 7/94

A specifically designated emergency merger nay be approved by NCUA
without regard to field of menbership or other legal constraints. An
emer gency merger involves NCUA's direct intervention. The credit union
to be merged nust either be insolvent or will |ikely becone insolvent
within 12 nonths and NCUA nust determne that:

an energency requiring expeditious action exists;
other alternatives are not reasonably avail able; and
the public interest would best be served by approving the nerger

In an energency merger situation, NCUA takes an active role in finding a
suitabl e merger partner (continuing credit union). NCUAis primarily
concerned that the continuing credit union has the financial strength
and nmanagemnent expertise to absorb the troubled credit union without
adversely affecting its own financial condition and stability.

As a stipulated condition to an energency nerger, the field of
nmenbership of the nerging credit union may be transferred intact to the
continuing federal credit union without regard to any field of
nmenbership restrictions and w thout changing the character of the
continuing federal credit union for future amendnents. Under this
authority, therefore, a federal credit union may take into its field of
nmenber ship a group defined by a community or associ ational common bond
permtted under state | aw, regardl ess of whether that comron bond
definition could be approved under the Federal Credit Union Act.

NCUA-FM - 111.C -- Purchase and Assunptions (P&As) 7/94

Another alternative for acquiring the field of menbership of a failing
credit union is through a consolidati on known as a purchase and
assunption (P&A).
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A P&A has limted application because the failing credit union nust be
pl aced into involuntary |iquidation. However, in the few instances where
a P&A may occur, the assuming federal credit union, as wth energency
nmergers, may acquire the entire field of nenbership along with specified
| oans, shares and certain other designated assets and liabilities,
without regard to field of menbership amendnent restrictions and w t hout
changi ng the character of the continuing federal credit union for

pur poses of future field of menbership amendnents.

P&As involving federally insured state credit unions in different NCUA
regi ons nust be approved by all affected regional directors and, as
applicable, the state regul ators.

NCUA-FM - IV -- FIELD OF MEMBERSHI P CONVERSI ONS 7/ 94

A community federal credit union nay convert to an occupati onal

associ ational, or nultiple group credit union, and an occupati onal

associ ational, or nultiple group credit union rmay convert to a commnity
credit union. In any case, a change to the credit union's field of
menbership will be necessary.

NCUA-FM - 1V. A -- Conversion to Occupational, Associational, or Miltiple
Group Federal Credit Union 7/94

A community federal credit union converting to an occupati onal

associ ational, or multiple group field of menbership nmust neet the
common bond and econom ¢ advisability requirements applicable to the
type of charter which it seeks conversion to

NCUA-FM - 1V.B -- Conversion to Community Charter 7/94

An exi sting occupational, associational or nmultiple group federal credit
union may apply to convert to a community charter. In nost cases, groups
currently in the credit union's field of nenbership but outside the new
community credit union's boundaries may be included in the new community
charter.

In order to support a case for a conversion to community charter, the
applicant federal credit union must develop a detail ed busi ness plan
i ncorporating the foll owi ng data:

current financial statenments, including the incone statement and a
summary of | oan del i nquency;

a map or maps showi ng both the existing and proposed boundaries
for the field of menbership;

a witten description of the area of community service for the
proposed comrunity credit union

the nost current popul ation figures for the existing and proposed
boundari es;

the source of the population infornation; census data are
considered the nost authoritative; the greater the popul ati on of
the proposed area, the greater justification necessary to support
the exi stence of the "community” and interaction anmong its
residents;

evidence in the formof surveys or letters fromofficia
representatives of promnent groups located in the area to be
added showi ng that the persons who live, work, or worship in the
area are interested in affiliating with the applicant credit

uni on;
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evi dence that the proposed area is a of "community" as defined in
"Comuni ty Conmmon Bond"” in Chapter 1

i nformati on concerning the availability of financial services to
the residents of the new area,;

alist of credit unions with a hone or branch office in the
proposed area. (If present credit union service to the residents
of the new area is adequate, there may be no basis for the
proposed conversion.);

the attitude of current credit union sponsors and existing credit
uni on nenbers toward the proposed conversion; and

the anticipated financial inpact on the credit union in terns of
need for additional enployees and fixed assets.

NCUA- FM - V -- REMOVAL OF CROUPS FROM THE FI ELD OF MEMBERSHI P 7/ 94

Credit unions may request renoval of a group fromits field of
menber ship for various reasons. The nmost common reasons for this type
amendnent are:

the group is within the overlapping field of nenbership of two
credit unions and one wi shes to di scontinue service;

the federal credit union cannot continue to provide adequate
service to the group

the group has ceased to exi st;

the group does not respond to repeated requests to contact the
credit union or refuses to provide needed support; or

the group initiates action to be renoved fromthe field of
nmenber shi p

When a federal credit union requests an anmendnent to renove a group from
its field of menbership, the regional director will determ ne why the
credit union wishes to renove the group and whether the existing menbers
of the group will continue nenbership. Menbership nay continue for those
who are already menbers if the credit union has adopted the "once a
menber, al ways a nenber" byl aw provi si on.

NCUA-FM - VI -- SPIN-OFFS 7/94
A "spin-off" occurs when, by agreenent of the parties, a portion of the
field of menbership, assets, liabilities, shares and capital of a credit

union, are transferred to a new or existing credit union. A spin-off is
uni que in that one credit union has a field of menbership addition and
the other has a renoval

If the spin-off goes to a new federal charter, the requirenents of
Chapter 1 apply. (See that chapter for discussion of the field of
menber shi p and docunentation requirements for new federal charters.) If
it goes to an existing federal charter, the requirements of Chapter 2

apply.

Spin-offs involving federally insured state credit unions in different
NCUA regi ons nmust be approved by all affected regional directors and the
state regul ators, as applicable.

The request for approval of a spin-off nmust be supported with a plan
that addresses, as a m ni mum

Why the spin-off is being requested.
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What part of the field of menbership is to be spun-off.

Whet her the affected credit unions have a common sponsor or are
| ocated within the sane operational area.

Wi ch assets, liabilities, shares and capital are to be
transferred.

The financial inpact the spin-off will have on the affected credit
uni ons.

The ability of the acquiring credit union to effectively serve the
new nenbers.

The proposed spin-off date.

The spin-off request nust also include current financial statements from
the affected credit unions and the proposed voting ballot.

For federal credit unions spinning off a group, menbership notice and

voting requirenments and procedures are the sane as for nergers -- see
Part 708 of the NCUA Regul ations -- except that only the menbers
directly affected by the spin-off -- those whose shares are to be
transferred -- are permtted to vote. Menbers whose shares are not bei ng

transferred will not be afforded the opportunity to vote. Voting
requirenents for federally insured state credit unions are governed by
state statute.

NCUA- FM - VIl -- PROFESSI ONAL CONFLI CTS 7/94

It is inportant for a credit union, as well as professiona

organi zations such as accounting firnms, lawfirns, real estate title
insurance firnms and appraisal firns, to avoid the appearance of

i mpropriety when the credit union contracts with a professiona

organi zation for services. This is even nore critical if the

pr of essi onal organi zation and/or its enpl oyees are nenbers of the credit
uni on.

When a professional organization is added to a federal credit union's
field of menbership, the credit union should notify professiona

organi zation of certain provisions. The following notice is intended to
ensure that decisions made by a credit union and the professi ona

organi zations serving the credit union are independent of any |oan

deci sions or deposit activities:

"Pl ease be advised that with respect to the additi on of the enpl oyees of
[ prof essional organization] to the [FQU, any |ending, deposit and/or
other credit union services involving this group's nenbers nust avoid
any appearance of inpropriety and nust follow the ethical standards of

t he profession.™

NCUA- FM - VI -- PROCEDURES FOR AMENDI NG THE FI ELD OF MEMBERSHI P 7/ 94
NCUA-FM - VIII.A -- General 7/94

Al requests for approval to amend a federal charter nust be submtted
to the appropriate regional director. In normal cases, the regiona
director will make a decision on the request within 10 busi ness days. If
a deci sion cannot be made within that time, the regional director wll
notify the credit union wthin the 10-busi ness-day peri od.

To streamine the process further, NCUA has instituted two additional
procedures -- a linited preapproval process and a procedure for easing

t he wor kl oad when maki ng substantial charter changes as with nergers and
charter conversions.
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NCUA-FM - VIII1.B -- Stream ined Expansion Procedure (SEP) for Smal
Cccupational G oups 7/94

In keeping with the goals of NCUA chartering policy to provide service
to all eligible groups desiring credit union service, well-operated
federal credit unions except those designated as "distressed" may take
advant age of the SEP for adding occupational groups to their fields of
menber shi p

To use this procedure, the federal credit union's board of directors
must first apply to their respective NCUA regional director for a
charter amendnment. The charter amendrment request nust be signed by the
presiding officer of the board of directors.

The following is a sanpl e anendnent for permtting a federal credit
union to use the SEP authority:

Q@ oups of persons with occupational common bonds which are | ocated
within 25 mles of one of the credit union's service facilities, which
have provided a witten request for service to the credit union, which
do not presently have credit union service avail able, and which have no
nore menbers in the group than the maxi num nunber established by the
NCUA Board for additions under this provision: Provided, however, that
the National Oredit Union Adm nistration rmay permanently or tenporarily
revoke the power to add groups under this provision upon a finding, in
the Agency's discretion, that permtting additions under this provision
are not in the best interests of the credit union, its nmenbers, or the
National Credit Union Share |Insurance Fund.

Once NCUA has approved the anendment and the credit union board has
adopted it, the SEP authority may be inplenmented. The charter anendnent
permts approved federal credit unions to i mredi ately begi n serving
enpl oyee groups neeting criteria set forth in this section. Under this
procedure, there is no formal NCUA action necessary on each group being
added.

The maxi mum nunber of persons for each group of enpl oyees which may be
added under SEP will be established by the NCUA Board fromtine to time.
The nunber will be based on potential primary nenbers -- that is, the
persons sharing the basic occupational affinity to each sponsor group
fam |y menbers and ot her derivative nenbers are not included in the SEP
[imt. Several groups may be sinultaneously added using these
procedures; however, the maxi mum nunber of persons for each group nust
fall within the SEP linit.

The SEP does not apply to associati onal groups since NCUA nust review
menber shi p requi renents and geographi cal area prior to these groups
bei ng added to a field of menbership. The procedure al so does not apply
to community charter expansions because of the nore individualized

anal ysi s required.

The foll owi ng SEP steps and docunentation requirenents nust be adhered
to:

The federal credit union nust conplete, for each group to be
added, an Application for Field of Menbership Arendnent, NCUA
4015, shown in Appendi x D.

The federal credit union nust obtain a letter, on the group's

| etterhead where possible, signed by an official representative
identified by title, requesting credit union service and stating
that the group does not have any other credit union service
avai | abl e from any source
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The group nust be located within 25 nmles of one of the federa
credit union's service facilities.

The group nust indicate the nunber of potential nenbers -- the
nunber of enpl oyees -- seeking service.

The federal credit union nmust nai ntain the above docunentation
permanently with its charter

The federal credit union nust maintain a control |og of groups
added to its field of menbership under the SEP. The control |og
must include the date the group obtained service, the nane and

| ocation of the sponsor group, the nunber of potential primary
nmenbers added, the nunber of mles to the nearest main or branch
office, the federal credit union board of director's approval of
the group and the date approved. See Appendi x D for the SEP
Control Log, NCUA 4016.

The groups added under SEP nust be reported to the federal credit
union's board at the next regul ar board neeting and nade a part of
the neeting m nutes.

The control |og and ot her SEP docunentation nust be made avail abl e
to NCUA upon request.

The regional director may fromtime to time request service status
reports on group added under SEP. It is advisable to use some net hod,
such as a sponsor prefix added to the menber account nunber, to readily
access data for such groups.

Should a federal credit union fail to provide quality credit union
service, as determned by the group's nenbers or enployees, to a group
added under SEP, NCUA may subsequently permt dual nenbership with
anot her credit union.

Should a federal credit union fail to follow the above procedures or
deteriorate financially or operationally, NCUA, in its discretion, may
revoke the SEP privil ege.

NCUA-FM - VIII.C -- Block Additions 7/94

When a state credit union is converting to a federal charter or when a
credit union is being merged into a federal credit union, |arge bl ocks
of select groups frequently are added to a credit union's field of
menber ship. In such cases, the federal credit union whose field of
nmenbership is being revised should consult directly with the appropriate
regional office early in the process to ensure the efficient treatnent
of such revisions and to avoid m sunder st andi ngs.

Therefore, when a block of 50 or nore new groups is being added to a
credit union's field of menbership at any one time, NCUA may require
that a list of the groups and their |ocations be provided on a conputer
di skette. Direct coordination with the appropriate NCUA regional office
will ensure the conpatibility of hardware and software.

NCUA-FM - VII1.D -- Regional Director's Decision 7/94

Except for those field of menbership amendnents resulting fromuse of
the SEP, all such amendnent requests will be reviewed by regional office
staff in order to ensure conformance to NCUA policy, are properly
docunent ed, and do not cause significantly harnful or unreasonabl e
overlap with the fields of nenbership of existing credit unions.

NCUA under st ands and appreci ates the inportance of tinely processing
wel | - supported amendnent requests. Therefore, NCUA has established a
goal of ten business days fromthe date of receipt in the regiona
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office for processing a routine, conplete amendnent request. A fully
docunent ed request, including the Application for Field of Menbership
Amendrent, NCUA 4015, that fulfills all of the criteria discussed in
this manual and does not require witten or tel ephone foll owup wll
normal |y be processed within this time.

In some cases, an on-site review by NCUA staff may be required by the
regional director before acting on a proposed anmendnent. In addition
the regional director may, after taking into account the significance of
the proposed field of menbershi p anmendnent, require the applicant to
submt a busi ness pl an

The condition of the requesting credit union will be considered in every
i nstance. The econonic feasibility of expanding the field of nenbership

of a credit union with serious financial or operational problens nmust be
carefully considered if the safety and soundness of the credit union is

to be preserved.

In nost cases, field of nenbership amendnents will only be approved for
credit unions which are operating satisfactorily. If a federal credit
union is having difficulty providing good service to its current
menbership, it may have even nore difficulty serving an enlarged field
of menbership. In some cases, expanding the field of menbership of a
struggling credit union nay do nore harmthan good. A struggling credit
union's resources need to be focused on current problens. Placing an
additional strain on these resources by increasing the field of

nmenber ship may al so i ncrease the credit union's probl ens.

NCUA-FM - VIII.E -- Regional Director's Approval 7/94

If the requested anmendnent is approved by the regional director, the
credit union will be furnished a formal, updated Section 5 of its
charter which restates the field of menbership, including the requested
amendnent. After action by the board of directors, the formshoul d be
pronptly filed with the credit union's official charter and byl aws.

NCUA-FM - VIII1.F -- Regional Director's Disapproval 7/94

Where a regional director disapproves any application, in whole or in
part, under this chapter, the applicant will be inforned in witing of
the specific reasons for the action. Were applicable, the regiona
director will provide information concerning options or suggestions that
coul d be considered for gaining approval

The denial letter will include the procedure for and other information
on the credit union's right to appeal the decision

NCUA-FM - VII11.G -- Appeal of Regional Director's Decision 7/94

The procedures for filing an appeal of any actions taken by NCUA
regional directors will be followed. If not included with the denial
notice, a copy of these procedures may be obtai ned fromthe regi ona
di rector who nade the deci sion

The prospective group may submt substantive new and additi ona
information to the regional director for reconsideration. In these
cases, the request will not be considered as an appeal but as a request
for reconsideration by the regional director. If the request is again
deni ed, the group may proceed with the appeal process.

NCUA- FM - [ X -- SERVI CE STATUS REPORTS 7/94

Federal credit unions which frequently add select groups to their fields
of menbership should be prepared to furnish a witten summary of the
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results of their efforts to bring service to the enpl oyees or nenbers of
the sel ect groups.

The regional directors will periodically request that such federa

credit unions subnmt service status reports to NCUA showi ng, at a

m ni nrum the nunber of primary potential nenbers of each sel ect group
added and the nunber of persons from each sel ect group who have actual ly
enrolled as credit union nenbers.

These service status reports can be enlarged to require information
concerni ng aggregate share and loan activity by sel ect group or
participation in other credit union services.

In any event, federal credit unions using the select group amendment
met hod shoul d inpl enent an informati on gathering systemearly in their
amendnent / di versification programto track their progress in providing
service to the potential nenbers of their select groups.

This information will help the credit union to operate nore efficiently
and will give managenent the data necessary to nmake deci si ons about
mar keting strategy, new pronotions, inplenentation of new services, etc.

The service status reports will enable NCUA to determ ne which federal
credit unions are serving newly added groups, as well as any federa
credit unions that are not serving new groups.

If the NCUA determnes that a federal credit union is not adequately
serving new groups, the regional director may restrict further
amendnents and permt the groups not being adequately served to be
over| apped with another federal credit union or renove the select
group(s) not being served fromSection 5 of the credit union charter
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NCUA- FM - CHAPTER 3 -- CHARTER CONVERSI ONS 7/ 94

NCUA- FM - | -- | NTRODUCTI ON 7/ 94

A charter conversion is a change in the jurisdictional authority under
which a credit union operates. A credit union's charter is the
instrument granted to the institution by the state or federal

gover nent .

Federal credit unions receive their charters from NCUA and are subj ect
to its supervision, exam nation, and regul ation; they are incorporated
under federal |aw

State-chartered credit unions are incorporated in a particul ar state,
receiving their charter fromthe state agency responsible for credit
uni ons and subject to the state's regulator. If the state-chartered
credit union's deposits are federally insured it will also fall under
NCUA' s jurisdiction.

A federal credit union's power and authority are derived fromthe
Federal Oredit Union Act and NCUA Rul es and Regul ations. If the state-
chartered credit union's deposits are federally insured it will also
fall under NCUA' s jurisdiction

A federal credit union's power and authority are derived fromthe
Federal Oredit Union Act and NCUA Rul es and Regul ations. State-chartered
credit unions are governed by state |law and regul ation. There are two
types of charter conversions -- federal charter to state charter, and
state charter to federal charter. A though common bond is not an issue
fromNCUA s standpoint in the case of a federal to state charter
conversion, the procedures and forns relevant to such a conversion have
been included i n Appendi x D.

NCUA-FM - 11 -- CONVERSI ON OF A STATE CREDIT UNION TO A FEDERAL CREDI T
UNI ON 7/ 94
NCUA-FM - 11.A -- General Requirenments 7/94

Any state-chartered credit union nay apply to convert to a federa
credit union. In order to do so, it nust:

comply with state | aw regardi ng conversion
file proof of conpliance with NCUA

file the required conversion application, proposed federal credit
uni on organi zation certificate and ot her docunments w th NCUA

comply with the requirenments of the Federal Credit Union Act, e.g.
common bond and reserve requirenents; and

be granted a charter by NCUA

Conversions are treated the same as any initial application for a
federal charter, including mandatory on-site exam nati on by NCUA. NCUA
will also consult with the appropriate state authority regardi ng the
credit union's current condition, nmanagenent expertise, and past
performance. Since the applicant in a conversion is an on-going credit
uni on, the economc advisability of granting a charter is nore readily
determnable than in the case of an initial charter application
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Cenerally, a converting state credit union's field of menbership must
conformto NCUA chartering policy. However, if a converting credit union
can denonstrate that it has been effectively serving groups outside what
woul d have been its operational area if it had been a federal credit
union, the regional director, in his or her discretion, may permt
continued service to these groups after conversion. Every reasonabl e
effort will be made to phrase the field of menbership simlar to the
presentations in Chapters 1 and 2 with individually |isted groups and
their locations. In any case, subsequent changes nust conformto NCUA
amendnent policy in effect at that tine

NCUA-FM - 11.B -- Subm ssion of Conversion Proposal to NCUA 7/94

The followi ng actions are to be taken before subnitting a conversion
pr oposal

The credit union board nust approve a proposal for conversion

The Application to Convert (NCUA 4401) must be conpleted. Its
purpose is to provide the regional director with informati on on
the present operating policies and financial condition of the
credit union and the reasons why the conversion is desired. A
continuation sheet may be used if space on the formis inadequate.
Particul ar attenti on should be given to answering the question on
the reasons for conversion. These reasons should be stated in
specific terns, not as generalities.

The application nmust be acconpani ed by all required attachnents
i ncl udi ng the foll ow ng:

witten evidence that the state regulator is either in
agreenent with the conversion proposal or, if not in agreenent,
the reasons therefore;

the Application for |Insurance of Accounts (NCUA 9600) in the
case of a state credit union that is not federally insured;

the Application and Agreenents for Insurance of Accounts (NCUA
9500) ;

the Federal Oredit Union Investigati on Report, Conversion of
State Charter to Federal Charter (NCUA 4000);

the nost current financial report and delinquent |oan schedul e;
and

the Organi zation Certificate (NCUA 4008). Only Part (3) and the
sighature/ notary section of page 4 should be conpl eted and,
where applicable, signed by the credit union officials. The
NCUA regional office will conplete the other sections of this

docunent .
NCUA-FM - 11.C -- NCUA Consideration of Application to Convert 7/94
I[1.C.1 -- Review by the Regional Director

The application will be reviewed to determne that it is conplete and
that the proposal is in conpliance with Section 125 of the Federa
Cedit Union Act. This revieww Il include a determnation that the
state credit union's field of menbership is in conpliance with NCUA s
chartering policies. The regional director may nake further
investigation into the proposal and may require the subm ssion of
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additional infornmation to support the request to convert. At this point,
NCUA wi || conduct an on-site review of the credit union

I1.C.2 -- On-Site Review

NCUA wi | | exam ne the books and records of the credit union on-site.
Nonfederal ly insured credit unions will be assessed an insurance
application fee.

I1.C.3 -- Approval by the Regional Director and Conditions to the
Appr ova

The conversion will be approved by the regional director if it is in
conpliance with Section 125 of the Federal Cedit Union Act and neets
the criteria for federal insurance. Were applicable, the regiona
director will indicate any special conditions that the credit union nust
meet in order to convert to a federal charter, including changes to the
credit union's field of menbership in order to conformto NCUA s
chartering policies. Some of these conditions may be set forth in a
Letter of Understanding and Agreement (LUA), which requires the
signature of the officials and the regional director

I1.C.4 -- Notification

The regional director will notify both the credit union and the state
regul ator of the decision on the conversion

NCUA-FM - 11.D -- Action by Board of Directors 7/94
I[1.D.1 -- Cenera
Upon being informed of the regional director's approval, the board nust:

comply with all requirenments of the state regulator that wll
enable the credit union to convert to a federal charter and cease
being a state credit union

obtain a letter or official statement fromthe state regul ator
certifying that the credit union has net all of the state
requirenents and will cease to be a state credit union upon its
receiving a federal charter. A copy of this document nust be
subnmitted to the regional director;

obtain a letter fromthe share insurer, if applicable, certifying
that the credit union has net all w thdrawal requirements. A copy
of this docunment nust be subnmitted to the regional director; and

subnmit a statenent of the action taken to conply with any
conditions inposed by the regional director in the approval of the
conversion proposal and, if applicable, submt the signed LUA

I1.D.2 -- Application for a Federal Charter

When the regional director has received evidence that the board has
conpl eted the actions descri bed above, the federal charter and new
Certificate of Insurance will be issued.

The credit union may then conpl ete the conversion as discussed in the
foll owi ng section. Denials are appeal able. (See Chapter 1, Section
VIIl.D)

NCUA-FM - 11.E -- Conpletion of the Conversion 7/94
I1.E.1 -- Effective Date of Conversion

The date on which the regional director approves the O ganization
Certificate and the Application and Agreenents for Insurance of Accounts
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is the date on which the credit union becones a federal credit union
The regional director will notify the credit union and the state
regul ator of the date of the conversion

I[1.E. 2 -- Assunption of Assets and Liabilities

As of the effective date, the federal credit union will be the owner of
all of the assets and will be responsible for all of the liabilities and
share accounts of the state credit union

I1.E.3 -- Board of Directors' Meeting

Upon receipt of its federal charter, the board will hold its first
nmeeting as a federal credit union. At this neeting, the board will
transact such business as is necessary to conplete the conversion as
approved and to operate the credit union in accordance with the
requi renents of the Federal Credit Union Act and NCUA Rul es and
Regul ati ons. Actions to be taken at this neeting include:

change of the credit union's name on all records, accounts,
i nvestments and ot her docunents evidencing assets or liabilities
of the credit union

changes to the credit union's books and records:

As of the commencenent of business, the accounting system
records, and forms nust conformto the standards established by
NCUA,

New j ournal and cash record and general |edger records shoul d
be set up. The general |edger accounts for the state credit
union will be posted through the effective date of the
conversion, and the new bal ances will be transferred to the new
general |edger accounts of the federal credit union

The income and expense accounts of the state credit union wll
not be cl osed unless the conversion is at the close of an
accounting period or is required by the state regul ator; and

The individual share and | oan | edger accounts used by the state
credit union may continue to be used.

The federal credit union's name will be properly reflected on these
accounts.

Il1.E.4 -- Reports to NCUA

Wthin 10 business days after commencenent of operations, the recently
converted federal credit union must submt to the regional director the
fol | ow ng:

Report of Officials (NCUA 4501).

Financial and Statistical Reports, (Forms FCU 109A, 109B, and
109F, or their equivalent) as of the commencenent of business of
the federal credit union.

NCUA-FM - 111 -- CONVERSI ON OF A FEDERAL CREDIT UNION TO A STATE CREDI T
UNI ON 7/ 94
NCUA-FM - 111.A -- Ceneral Requirenents 7/94

Any federal credit union may apply to convert to a state credit union
In order to do so, it nust:

43



National Credit Union Administration

Chartering and Field of M ember ship Manual

Notify NCUA prior to comrencing the process to convert to a state
charter and state the reason(s) for the conversion

Comply with the requirenments of Section 125 of the Federal Oredit
Union Act that enable it to convert to a state credit union and to
cease being a federal credit union; and

Comply with applicable state aw and the requirenents of the state
regul at or.

Particul ar attenti on should be given to answering the question on the
reasons for conversion. These reasons should be stated in specific
terns, not as generalities.

NCUA-FM - 111.B -- Special Provisions Regarding Federal Share Insurance
7/ 94

If the federal credit union wants to continue federal share insurance
after the conversion to a state credit union, it nust submt an
Application for Insurance of Accounts (NCUA 9600) to the regiona
director at the tine it requests approval of the conversion proposal
The regional director has the authority to approve or di sapprove the
Application

If the converting federal credit union does not want to continue federa
share insurance or if its application for continued insurance is denied,
i nsurance will cease in accordance with the provisions of Section 206 of
the Federal Oedit Union Act.

If, upon its conversion to a state credit union, the federal credit
union will be termnating its federal share insurance or converting from
federal to non federal share insurance, it nmust conply with the

nmenber ship notice and voting procedures set forth in Section 206 of the
Federal Oredit Union Act and Part 708 of NCUA s Rul es and Regul ati ons.

Where the state credit union will be non federally insured, federa

i nsurance ceases on the effective date of the charter conversion. If it
wi Il be otherw se uninsured, then federal insurance will cease 1 year
after the date of conversion subject to the restrictions in Section
206(d) (1) of the Federal Credit Union Act. In either case, the state
credit union will be entitled to a refund of the federal credit union's
NCUSI F capitalization deposit and any unused portion of the federa

i nsurance premumafter the final date on which any of its shares are
federal |y insured.

The NCUA Board reserves the right to delay the refund of the
capitalization deposit for up to 1 year if it determ nes that paymnent
woul d j eopardi ze the NCUSI F

NCUA-FM - 111.C -- Subni ssion of Conversion Proposal to NCUA 7/94

Upon approval of a proposition for conversion by a nmajority vote of the
board of directors at a meeting held in accordance with the federa
credit union's bylaws, the conversion proposal wll be submtted to the
regional director and will include:

a current financial report;
a current delinquent |oan schedul e;

an expl anation and appropri ate docunents rel ative to any changes
in insurance of nenber accounts;

a resolution of the board of directors;
a proposed Notice of Special Meeting of the Menbers (NCUA 4221);
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a copy of the ballot to be sent to nmenbers (NCUA 4506);

evidence that the state regulator is in agreement with the
conver sion proposal ; and

a statenent of reasons supporting the request to convert.
NCUA-FM - 111.D -- Approval of Proposal to Convert 7/94
[11.D.1 -- Review by the Regional Director

The proposal will be reviewed to determine that it is conplete and is in
conpliance with Section 125 of the Federal CGredit Union Act. The
regional director nay make further investigation into the proposal and
requi re the subm ssion of additional infornmation to support the request.

[11.D.2 -- Conditions to the Approval

The regional director will indicate any special conditions that the
credit union nmust neet in order to proceed with the conversion

[11.D.3 -- Approval by the Regional Director

The proposal will be approved by the regional director if it is in
conpliance with Section 125 and, in the case where the state credit
union will no longer be federally insured, the notice and voting
requi renents of Section 206 of the Federal Oedit Union Act.

I11.D.4 -- Notification

The regional director will notify both the credit union and the state
regul ator of the decision on the proposal

NCUA-FM - 111.E -- Approval of Proposal by Menbers 7/94

Upon approval of the proposal by the regional director, the follow ng
actions will be taken by the board of directors:

The proposal nust be subnitted to the nenbers for approval and a

date set for a vote on the proposal. The proposal may be acted on
at the annual neeting, at a special neeting for that purpose, or

by witten ballot to be filed by the date set for the vote.

Menmbers nust be gi ven advance notice (NCUA 4221) of the neeting at
whi ch the proposal is to be subnitted in accordance with the

provi sions of the Federal Credit Union Bylaws (Article V). The
notice shall:

Specify the purpose, tinme and place of the meeting; Include a
brief and accurate statenent of the reasons for and AAU agai nst
t he proposed conversion, including any effects it coul d have
upon share hol di ngs, insurance of menber accounts, and the
policies and practices of the credit union

Include a brief and accurate statenment of the reasons for and
agai nst the proposed conversion, including any effects it could
have upon share hol di ngs, insurance of nenber accounts, and the
policies and practices of the credit union

Informthe nenbers that they have the right to vote on the
proposal at the nmeeting, or by witten ballot to be filed not
later than the date and tinme announced for the annual neeting,
or at the special neeting called for that purpose;

Be acconpani ed by a Ballot for Conversion Proposal (NCUA 4506);
and
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State in bold face type that the issue will be decided by a
maj ority of menbers who vote

A copy of the notice of the nmeeting shall be delivered to the
regional director at the sanme tine that it is delivered to the
menbers.

The proposed conversion nust be approved by a najority of all of

t he nenbers who vote on the proposal, a quorum being present, in
order for the credit union to proceed further with the
proposition. Ballots cast by nenbers who did not attend the
meeting but who subnitted their ballots in accordance with
instructions above will be counted with votes cast at the meeting.
In order to have a suitable record of the vote, the voting at the
nmeeting should be by witten ballot as well.

The board of directors shall, within 10 days, certify the results
of the nenbership vote to the regional director. The statenent
shall be verified by affidavits of the Chief Executive Oficer and
the Recording O ficer on NCUA 4505.

NCUA-FM - 111.F -- Conpliance with State Laws 7/94

If the proposition for conversion is approved by a mgjority of al
nmenbers who voted, the board of directors should then

ensure that all requirenments of state | aw and the state regul ator
have been accommodat ed,;

ensure that the state charter or the |license has been received
within 90 days fromthe date the nenbers approved the proposal to
convert; and

ensure that the regional director is kept infornmed as to progress
toward conversion and of any material delay or of substantial
difficulties which may be encount ered.

If the conversion cannot be conpleted within the 90-day period, the
regi onal director should be informed of the reasons for the del ay.

NCUA-FM - 111.G -- Conpletion of Conversion 7/94

In order for the conversion to be conpleted, the follow ng steps are
necessary:

The board of directors will submt a copy of the state charter to
the regional director within 10 days of its receipt. This will be
acconpani ed by the federal charter and the federal insurance
certificate. A copy of the financial reports (FCU 109A and 109B)
as of the preceding nonth-end should be submtted at this tine.

The regional director will notify the credit union and the state
regulator in witing of the receipt of evidence that the credit
uni on has been authorized to operate as a state credit union

The credit union shall cease to be a federal credit union as of
the effective date of the state charter

If the regional director finds a nmaterial deviation fromthe

provi sions that would invalidate any steps taken in the
conversion, the credit union and the state regul ator shall be
promptly notified in witing. This notice nay be either before or
after the copy of the state charter is filed with the regi onal
director. The notice will informthe credit union as to the nature
of the adverse findings. The conversion will not be effected and
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conpl eted until the inproper actions and steps have been
corrected.

Upon ceasing to be a federal credit union, the credit union shal
no | onger be subject to any of the provisions of the Federal

Credit Union Act, except as nmay apply if federal share insurance
coverage is continued. The successor state credit union shall be
imredi ately vested with all of the assets and shall continue to be
responsible for all of the obligations of the federal credit union
to the same extent as though the conversion had not taken pl ace.
Qperation of the credit union fromthis point will be in
accordance with the requirenents of state law and the state
regul at or.

If the regional director is satisfied that the conversi on has been
acconpl i shed in accordance with the approved proposal, the federa
charter will be cancel ed.

There is no federal requirenment for closing the records of the
federal credit union at the tinme of conversion or for the manner
in which the records shall be naintained thereafter. The
converting credit union is advised to contact the state regul ator
for applicable state requirements. The credit union shall neither
use the words "Federal Oedit Union" in its name nor represent
itself in any manner as being a federal credit union

If the state credit union is to be federally insured, the regiona
director will issue a new insurance certificate.
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NCUA- FM - APPENDI X A
GLOSSARY 7/ 94

These definitions apply only for use with this Manual. Definitions are
not intended to be all inclusive or conprehensive. This Manual, the
Federal Credit Union Act, and NCUA Rul es and Regul ations as well as
state laws may be used for further reference.

Appeal - The right of a credit union or charter applicant to request
reconsi deration of an unfavorabl e NCUA decision to a higher authority.

Associ ati onal common bond - Association resulting fromnenbership in an
organi zation, participation in whose activities devel ops common
loyalties, mutual benefits and nutual interests. The associ ati on shoul d
hol d regul ar meetings and sponsor other activities that provide for
contact anmong nenbers.

Associational credit union - A credit union whose field of menbership
consists primarily of persons who are nenbers of one or nore rel ated
associ ati onal groups.

Busi ness plan - Plan submtted by a charter applicant or existing
federal credit union addressing the economc viability of a proposed
charter or field of menbership addition

Charter - The docunent which authorizes a group or conbination of groups
to operate as a credit union and defines the fundanental limts of its
operating authority, generally including the persons the credit union is
permtted to accept for menbership. Charters are issued by the Nationa
Cedit Union Administration for federal credit unions and by the
designated state chartering authority for credit unions organized under
the laws of that state.

Common bond - The characteristic or conbination of characteristics which
di stingui shes a particular group of persons fromthe general public.
There are only three common bonds which can serve as a basis for a
group's formng or being included in a federal credit union: enploynent
by the sane person or entity or group of entities ("occupational comron
bond"), nenbership in the sane association ("associ ational common
bond"), and residence, enploynent, or religious affiliation in the same
geogr aphi ¢ area ("community comron bond").

Communi ty common bond - Resi dence or enpl oyment of persons and
busi nesses and other legal entities located within the same wel | -defined
nei ghbor hood, community or rural district.

Community credit union - A credit union whose field of menbership
consi sts of persons who live or work in the same well -defined
nei ghbor hood, community, or rural district.

Conversion - The process of changing froma federal to a state or state
to federal credit union charter

Credit union - A nenber-owned, not-for-profit cooperative financia
institution formed to permt those in the field of nenbership specified
inthe charter to save, borrow, and obtain related financial services.
Federal credit unions are chartered as corporations pursuant to the
Federal COredit Union Act.

Econom c viability - An overall evaluation of the credit union's or
charter applicant's ability to operate successfully.
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Emergency nerger - Pursuant to Section 205(h) of the Federal C(redit
Union Act, authority of NCUA to nerge two credit unions w thout regard
to field of nenbership policy.

Excl usionary clause - Alimtation, witten in a credit union's charter,
whi ch precludes the credit union fromserving a portion of a group
otherwise included in its field of menbership. Exclusionary clauses are
used to prevent certain overlaps of fields of menbership between credit
uni ons.

Federal share insurance - |nsurance coverage provi ded by the Nationa
Credit Union Share Insurance Fund and adm ni stered by the Nationa

Credit Union Administration. Coverage is provided for qualified accounts
in all federal credit unions and participating state credit unions.

Fi el d of nenbership - The persons (persons may include organi zations and
other legal entities) a credit unionis permtted to accept for
menbership. A federal credit union's field of menbership, set forth in
Section 5 of its charter, nmay be nmade up entirely of a single group

rel ated groups with one comron bond, or of unrelated groups each having
its own common bond.

Letter of Understanding and Agreenent - Agreenment between NCUA and
federal credit union officials not to engage in certain activities
and/ or to establish reasonabl e operational goals. These are normal |y
entered into with new charter applicants, and occasionally with credit
uni ons granted significant charter amendnents and are for a linted
time.

Merger - Absorption by one credit union of all of the assets,
liabilities and equity of another credit union. Mergers mnust be approved
by the National Credit Union Admnistration and by the appropriate state
regul at or whenever a state credit union is involved.

Miltiple group credit union - A credit union whose field of menbership
consi sts of groups of persons, each group with its own comon bond. The
groups may be occupational, associational, or a conbination thereof and
do not need to share a common bond or be in any way related to one

anot her .

Qccupati onal common bond - Enpl oyment by the sanme entity or rel ated
entities.

"Enpl oynent"” includes |ong termcontractual arrangenents which are the
practical equival ent of regul ar enpl oynment.

Qccupational credit union - A credit union whose field of menbership
consists primarily of persons enployed in the sane entity or rel ated
entities.

Qperational area - The region which, as determned by NCUA in its
di scretion, may reasonably be served by one of a credit union's service
facilities.

Overlap - The situation which results when a group is eligible for
nmenbership in nmore than one credit union

Potential nenbership - Persons eligible to become prinary menbers of a
federal credit union

Primary nenbers - Menbers sharing the basic occupati onal, associationa
or coomunity affinity to the field of nenbership.

Purchase and assunption - Purchase of all or a part of the assets of and
assunption of all or a part of the liabilities of one credit union by
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anot her credit union. The purchased and assumed credit union nust first
be placed into involuntary |iquidation

Sel ect group - An occupational or associational group with its own
comon bond.

Secondary or derivative nmenbers - Menbers included in the field of
menbership by virtue of their close relationship to a common bond group
(e.qg., imediate fam |y menbers, enployees of the credit union, etc.).

Service facility - A place where, as determned by NCUAin its sole
discretion: (1) shares are accepted for nenbers' accounts; (2) |oan
applications are accepted or |oans are disbursed; (3) a nmenber can dea
directly with a credit union representative; and (4) the service
provided is clearly associated with that particular credit union. An
automated teller machine or simlar device is not a federal credit union
service facility. Simlarly, a branch or service center shared by a
nunmber of credit unions is not a service facility for purposes of this
definition.

Service status report - Periodic witten statenments nade by federa
credit unions to NCUA summarizing the results of efforts to bring
service to the enpl oyees or nenbers of sel ect groups.

Subscribers - For a federal credit union, at |east seven individual s who
sign the charter application and pl edge at | east one share.
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NCUA- FM - APPENDI X B
LETTER OF UNDERSTANDI NG AND AGREEMENT 7/ 94

To the Board of Directors and Gher Oficials
Federal Credit Union

Since the purposes of credit unions are to pronote thrift and to make
funds available for loans to credit union nmenbers for provident and
productive purposes, and since newy chartered credit unions do not
general |y have sufficient reserves to cover |large | osses on | oans or
meet unduly large liquidity requirements, Federal insurance coverage of
menber accounts under the National Credit Union Share |nsurance Fund
will be granted to the above named credit union subject to the
conditions listed in this Letter of Understanding and Agreenment and in
the Organi zation Certificate and Application and Agreenents for

I nsurance of Accounts. These terns are |listed bel ow and are subject to
acceptance by authorized credit union officials.

1. The credit union will refrain fromsoliciting or accepting brokered
fund deposits fromany source without the prior witten approval of the
Regi onal Director

2. The credit union will refrain fromthe making of l|arge | oans, that
is, loans in excess of 5 percent of uninpaired capital and surplus, to
any one nenber or group of nenbers without the prior witten approval of
the Regional Director

3. The credit union will not establish or invest in a CGredit Union
Service Organization (CUSO without the prior witten approval of the
Regi onal Director

4. The credit union will not enter into any insurance prograns whereby
the credit union menber finances the payment of insurance prem uns
through | oans fromthe credit union

5. Any special insurance plan/program that is, insurance other than
usual and normal surety bonding or casualty or liability or |oan
protection and |ife savings i nsurance coverage, which the credit union
officials intend to undertake, will be submtted to the Regi ona
Director of the National Oedit Union Admnistration for witten
approval prior to the officials commtting the credit union thereto.

6. The credit union will prepare and nail to the district exam ner
financial and statistical reports as required by the Federal Oedit

Uni on Act and Byl aws by the 20th of each nonth followi ng that for which
the report is prepared.

7. As the credit union's officials gain experience and the credit union
achi eves target levels of growh and profitability, the above terns and
conditions may be renegotiated by the two parties.

V&, the undersigned officials of the Federal Oredit Union
as authorized by the board of directors, acknow edge receipt of and
agree to the attached Letter of Understandi ng and Agreenent dated

19

This Letter of Understanding and Agreenent has been voluntarily entered
into with the National Cedit Union Adm nistration. W agree to conply
with all terns and conditions expressed in this Letter of Understanding
and Agreenent.
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Shoul d the NCUA Board determne that these terns and conditions have not
been conplied with or that the board of directors or other officials
have not conducted the affairs of the credit union in a sound and
prudent nmanner, the NCUA Board nay term nate insurance coverage of the
credit union. If actions by the officials, in violation of this Letter
of Understandi ng and Agreenent, cause the credit union to becone

i nsolvent, the officials assume such personal liability as may result
fromtheir actions.

The termof this Letter of Understanding and Agreement shall be for the
period of at least 24 nonths fromthe date the credit union is insured.
This Letter of Understanding and Agreenent may, at the option of the
Regi onal Director, be extended for an additional 24 nonths at the end of
the initial termof this agreenent.

Dated this day of 19
NATI ONAL CREDI T UNI ON ADM NI STRATI ON BQARD
ON BEHALF OF THE NATI ONAL CREDI T UNI ON SHARE | NSURANCE FUND

Regi onal Director
Federal Credit Union

By:

Chi ef Executive Oficer Date

Chief Financial Oficer Date

Secretary Date
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NCUA- FM - APPENDI X C
NCUA OFFI CES 7/ 94

CENTRAL OFFI CE

1775 Duke Street

Al exandria, VA 22314-3428
Commerci al : 703-518- 6300

REG ON | - ALBANY

9 Washi ngt on Square Washi ngt on
Avenue Extension

Al bany, NY 12205-5512

Commerci al : 518-464-4180
FAX: 518-464-4195

Connecti cut Mai ne Massachusetts
New Hanpshire

New Yor k Rhode | sl and Ver nont

REG ON Il - CAPI TAL
1775 Duke Street, Suite 4206
Al exandria, VA 22314- 3437

Commerci al : 703-838-0401
FAX: 703-838-0571

Del anare District of Col unbi a
Maryl and New Jer sey

Pennsyl vani a Virgi nia Wst
Virginia

REG ON |11 - ATLANTA
7000 Central Parkway, Suite 1600
Atlanta, GA 30328-4598

Commer ci al : 404- 396- 4042
FAX: 404- 698- 8211
Al abama Arkansas Fl orida Georgi a

Kent ucky Loui si ana M ssi ssi ppi
North Carolina

Puerto R co South Carolina
Tennessee Virgin |sl ands

REG ON |V - CHI CAGO
4225 Napervill e Road, Suite 125
Lisle, IL 60532-3658

Commerci al : 708-245- 1000
FAX: 708-245-1016

Illinois Indiana M chigan
M ssouri

Chi o Wsconsin

REG ON V - AUSTI N

4807 Spi cewood Springs Road,
Sui te 5200

Austin, TX 78759-8490

Commer ci al : 512-482- 4500
FAX: 512-482-4511
Arizona Col orado | owa Kansas

M nnesot a Nebr aska New Mexi co
Nor t h Dakot a

Ckl ahoma Sout h Dakot a Texas W ah
Wom ng

REG ON VI - PACIFIC
2300 d ayton Road, Suite 1350
Concord, CA 94520- 2407

Commerci al : 510- 825-6125
FAX: 510-486- 3729

Al aska Anerican Sanpa California
Quam

Hawai i | daho Mont ana Nevada
O egon Vashi ngt on
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NCUA- FM - APPENDI X D -- NCUA FORMs 7/94

NCUA 4000

NCUA 4001
NCUA 4008

NCUA 4009
| nsur ance

NCUA 4012
NCUA 4015
NCUA 4016
NCUA 4221
NCUA 4401
NCUA 4505
NCUA 4506
NCUA 9500
NCUA 9501
NCUA 9600

Conversion of State Charter to a Federal Charter -- FCU
I nvestigati on Report

FCU I nvestigati on Report
Charter
Approval of Organization Certificate & Certification of

Report of Official & Agreement to Serve

Application for Field of Menbership Arendnent

Streant i ned Expansion Procedure (SEP) Control Log

Notice of Meeting of Menbers

Application to Convert froma State CGredit Union to an FCU
Affidavit

Bal I ot for Conversion Proposal

Application and Agreenent for |Insurance of Accounts
Certification of Resolutions

Information to be Provided in Support of the Application
of a State Credit Union for Insurance of Accounts



Conversion of State Charter to Federal Charter
FEDERAL CREDIT UNION INVESTIGATION REPORT
(Note of Organizer)

This report must be filled in completely and submitted with the other completed forms listed in Chapter 3, page 3-2 under II. B “Submission of
Conversion Proposal to NCUA”.

A. INFORMATION FOR CHARTER AND BYLAWS

1. Proposed Name, Federal Credit Union
Second choice of name Federal Credit Union
2. Contact Bus. Tel. No./Area Code
Person Res. Tel. No./Area Code

3. The credit union will maintain its office at

(City) ( County) (State) (Zip)

4. Permanent mailing address of credit union

5. Define proposed field of membership (Attach a copy of current state charter field of membership)

6. The board will have (an odd number. 5 to 15)_members; the credit committee (an odd number, 3 to 7)_members; the supervisory committee
(3 to 5)_members. Each official must complete a Report of Official and Agreement to Serve (NCUA 4012) which is to be submitted with this
investigation report.

B. CHARACTER AND FITNESS OF SUBSCRIBERS
(Please type or print)

7. List of the subscribers who have signed the organization certificate (7 not more than 10 persona). Names should be IDENTICAL to signatures on
the organization certificate (NCUA 4008). Each subscriber listed below has subscribed to at least one share in accordance with Section 103 of the
Federal Credit Union Act:

Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership
Name Address
Occupation Years of Membership

ANY ADDITIONAL COMMENTS OR INFORMATION THAT IS DEEMED PERTINENT OR HELPFUL IN GIVING CONSIDERATION TO
THIS APPLICATION SHOULD BE INCLUDED AS AN ATTACHMENT.

The undersigned certifies that to the best of his’her knowledge and belief the above information is true and correct.
| do (do not) recommend that a charter be granted so this group.
Signature , Organizer
Organizer's Address

NCUA 4000



INSTRUCTIONS

A.INFORMATION FOR CHARTERSAND BYLAWS
The subscriber should select a name for the proposed credit union, desirably a short one. Although it need not fully describe the group,
the name should not be misleading. The last three words in the name must be “Federa Credit Union. " Since the name selected should not duplicate
exactly the name of an existing credit union, item 1 provides space for a second choice.

The territory of operations of a Federal credit union is described in the field of membership, item 5. The principal office of she credit
union will usually be maintained at a location described in the field of membership.

The proposed field of membership should be defined so clearly that it leaves no room for any doubt as to whom the credit union is to
serve or the areain which it is to operate. Corporations and other organizations referred to in the definition of the field of membership should be
designated by the exact names rather than by some local or popular contraction of these names. Any segment of a larger organization should be
identified with the parent. The field of membership for each type of common bond and samples are discussed in detail in Chapter 1 of the " Chartering
and Field of Membership Manual.

With the guidance of the organizer, the subscribers to the Organization Certificate decide on the number of directors and credit committee
members, The board and credit committee must be composed of an odd number of members. The supervisory committee is appointed by the board
of directors.

B. CHARACTER AND FITNESS OF SUBSCRIBERS

The names and addresses of the subscribers should be recorded legibly and completely in item 7 of this report. It is from this information
that the Administration prepares section 3 of the charter. The names of the subscribers must be IDENTICAL to their signatures on the Organization
Certificate.

C. SUBMITTAL OF CHARTER APPLICATION
In addition to this Investigation Report, the following should be submitted to the appropriate regional director of NCUA:

1. Organization Certificate, NCUA 4008- two notarized originals. At least seven,but no more than ten persons, must sign both copies
of the organization certificate. Signatures on both copies moat be identical. The person administering the oath must not be one of the subscribers.
Tire oath on both copies of the organization certificate must be executed and show the notary’s seal and date the commission expires as required by
State law;

2. Report of Official and Agreement to Serve, NCUA 4012- one origina for each board member, credit committee member, and
supervisory committee member;

3. Application and Agreements for Insurance of Accounts, NCUA 9500- one original;

4. Business Plan - refer to Chapter 1 of the Chartering and Field of Membership Manual for a discussion of the components of an
acceptable business plan.

5. Certificate of Resolution, NCUA 9501 - one original.

NCUA 4000



FEDERAL CREDIT UNION INVESTIGATION REPORT

(Note to Organizer) This report form must be filled in completely and submitted with the other completed forms listed on page 8
under "Submittal of Charter Application." Please refer to page 7 for instructions in completing this report.

A. INFORMATION FOR CHARTER AND BYLAWS

1. Proposed
name Federal Credit Union
Second
choice Federal Credit Union

2. Contact Business Tel.
Person Residence Tel.
Address

3. The credit union will maintain its offices at

(City, State, County, Zip Code)

3a. Proposed permanent mailing address of credit union

4. Define proposed field of membership

5. The board will have (an odd number, 5 to 15) —______ members; the credit committee will have (an odd number,
3to7) ____ members; the supervisory committee will have (3to 5) —____ members. Each official must complete a
Report of Official and Agreement to Serve (NCUA 4012) which is to be submitted with this investigation report.

B. ECONOMIC ADVISABILITY OF ORGANIZING PROPOSED CREDIT UNION
(Attach a separate sheet if space available is not adequate)
GENERAL INFORMATION

1. Potential membership
NOTE: Number of employees for occupational, active members for associational (or families for religious groups), or
population per most recent census for community-type fields of membership.

2. Potential interest (survey results).
NOTE: Sample must consist of a minimum of 250 potential members. Copy of survey form(s) utilized should be attached.
Number of people surveyed
Number of people responding to survey
Number of people pledging an initial deposit
Total dollars pledged $
Number pledging systematic savings
Total dollars pledged (per month) $

3. Number of persons attending the charter-organization meeting
4. Are officials of the sponsor favorable toward the proposal to organize a credit union?

NOTE: Attach letters of support from company officials (occupational-type); association officials (associational-type);
business, civic, or other community organizations (community-type).

For Paperwork Reduction Act Notice, see page 7.

NCUA 4001 PAGE 1



5. What facilities and assistance, if any, will the sponsor provide?
Office Space (Describe)
Office Supplies
Payroll deductions
Funding for start-up costs, if so $
Other (Describe)

6. Is credit union service now available to any members of the group?

If so, explain the nature and approximate extent of overlapping of such service with the field of membership proposed in this
application, i.e., employees who are labor union members eligible for membership in another credit union on an associational
basis; labor union members who are eligible for credit union membership on an occupational basis; community residents
who are eligible for credit union membership in occupational or associational credit unions located within the proposed
boundaries.

7. What potential difficulties do you detect in the elected officials carrying out their management, responsibilities or in the
FCU achieving its stated objectives?

NOTE TO ORGANIZER: The officials’ projected goals for share growth must be recorded in the business plan.

8. What provisions have been made to overcome potential difficulties?

Dates of planned contacts by organizer to determine progress and to assist the group:

(Date) (Date) (Date)

(Rev 2/89) NCUA 4001 PAGE 2



SPECIFIC INFORMATION - OCCUPATIONAL CHARTER APPLICANTS

9. How long has the sponsor company been in existence?

10. What was the highest number of employees during the pastthreeyears?2 ___ ; Lowest number during the past three
years.________ If alarge variance, please explain,
11. Are there any contemplated changes in the corporate structure of the company>———_If yes, explain

12. Have there been any significant changes in the corporate structure in the past three years? . If yes, please explain .

13. Are there any negotiations now in progress between management and labor that could lead to work stop-pages2—__ . If
yes, please explain

14. If the credit union cannot operate on the employer’s prope~, explain how the credit union will be able to transact business
effectively with the members.

15. If the employees to be served by the credit union work in more than one location or city, identify each location with the
corresponding number of employees working at each.

16. Are there other employees of the company who are not being included in the proposed field of membership?
if so, give the number and location of the other employees and explain why a credit union is being proposed for this group only,

NCUA 4001 PAGE 3



SPECIFIC INFORMATION - ASSOCIATIONAL CHARTER APPLICANTS

17. State the purpose and goals of the organization sponsoring this charter.

18. List the types of activities and their frequency, which the organization sponsors that provide contact among the members
and from which common loyalties, mutual benefits, and mutual interests are developed.

19. In what year was the organization established?. Is it incorporated? . Where is the
headquarters located?

20. Give statistics as to trends in membership during the last five years.

21. What is the frequency of members’ meetings2 . Average attendance . Dues
required

22. State the geographic territo~ where members reside.

23. Except for religious and labor union groups, obtain a copy of the current bylaws, the constitution or articles of incorpora-tion,
and recent financial statements, i.e. balance sheet, and income and expense statement. Submit these documents with this
application.

24. If the bylaws, constitution or articles of incorporation provides for more than one type of membership and if all classes of
membership are to be included in the credit union’s field of membership, provide justification for the inclusion of other than
“regular” members.

25. For labor union group only, complete a through c:
a. State the number of labor union members at each place of employment.

b. State the total number of employees, whether union members or not, working at each place of employment. Give a breakdown
of union versus nonunion employees.

c. What has been done toward organizing a credit union on an employee basis? Discuss fully.

NCUA 4001 PAGE 4



SPECIFIC INFORMATION - COMMUNITY CHARTER APPLICANTS

26. List the factors or conditions which make this residential unit alogical group for credit union operation.

27.1f the areato be served by the credit union is adjacent to any major metropolitan area, explain why it is not considered a part
of such metropolitan area.

28. Which business, civic, or other community organizations support the proposed credit union? List and show the support
pledged including the names and titles of officials who were contacted. Obtain and attach letters of support from these individuals.

29. Provide a map which clearly outlines the credit union’s proposed community boundaries.

30. Are there currently any state or federal credit unions operating within the proposed community boundaries?
If so, provide alist of the credit union’s names and mailing addresses.

31. List any other financial institutions, i.e. banks, savings and loan associations, etc., located within the proposed community
boundaries.

C. CHARACTER AND FITNESS OF SUBSCRIBERS

1. List of subscribers who have signed the organization certificate (7 not more than 10 persons). Names should be IDENTICAL to
signature on the organization certificate (NCUA 4008), Each subscriber listed below has subscribed to at least one share in
accordance with Section 103 of the Federal Credit Union Act:

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence
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Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

Name
Address
Occupation
Years of Residence

2. Are all of the subscribers within the field of membership? ————— . Do they appear to be fairly representative of the group
described in the definition of the field of membership?—____ . If not, explain

3. Does your investigation indicate that the subscribers are persons of good character?. . If not, explain

4. From your investigation, is it your judgment that the directors and committee members are persons of good character, and
that they have the ability and determination to operate a credit union satisfactorily>—— If not, explain

5. Does it appear that there are any factions within the group which may render smooth and efficient credit union operations
difficult? . If so, explain

6. Is there any indication that the proposed credit union would be used for selfish gain by any person or group of persons within
the group to be served?

7. 1s an application for a State charter now pending?

8. Has the group ever had a credit union?. . If so, when did it liquidate or merge?

ANY ADDITIONAL COMMENTS OR INFORMATION THAT IS DEEMED PERTINENT OR HELPFUL IN GIVING CONSIDERATION TO
THIS APPLICATION SHOULD BE INCLUDED AS AN ATTACHMENT.

The undersigned certifies that to the best of their knowledge and belief the above information is true and correct,
I do (do not) recommend that a charter be granted to this group.

Signature , Organizer
Organizer's Address

Telephone No. Date
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INSTRUCTIONS

A. INFORMATION FOR CHARTER AND BYLAWS
The subscriber should select a name for the proposed credit union, desirably a short one. Although it need
not fully describe the group, the name should not be misleading. The last three words in the name must be “ Federal
Credit Union. " Since the name selected should not duplicate exactly the name of an existing credit union, item 1
provides space for a second choice.

The territory of operations of a Federal credit union is described in the field of membership, item 4. The
principal office of the credit union will usually be maintained at a location described in the field of membership.

The proposed field of membership should be defined so clearly that it leaves no room for any doubt asto
whom the credit union is to serve or the areain which it is to operate. Corporations and other organizations referred
to in the definition of the field of membership should be designated by the exact names rather than by some local or
popular contraction of these names. Any segment of alarger organization should be identified with the parent. The
field of membership for each type of common bond and samples are discussed in detail in Chapter 1 of the
“ Chartering and Field of Membership Manual ".

With the guidance of the organizer, the subscribers to the Organization Certificate decide on the number of
directors and credit committee members. The board and credit committee must be composed of an odd number of
members. The supervisory committee is appointed by the board of directors.

B. ECONOMIC ADVISABILITY OF ORGANIZING PROPOSED CREDIT UNION
This section of the report contains information on:

1. The size and compactness of the group;
2. The nature of the common bond;
3. The attitude of the:
a. (if occupational based field of membership) management of the sponsor
organization;
b. (if associational based field of membership) officers of the sponsor
association;
c. (if community based field of membership) community leaders and/or officers of prominent
associations or organizations in the area to be served;
4. The facilities available for credit union operations;
5. The availability of existing credit union service, and
6. Other facts to support a potential for successful operation.

This section of the report should contain information on the management, association or civic leaders
contacted that intend to support or utilize the credit union, In those cases where certain personsin the area are
opposed to the credit union, the organizer should point out the factors which indicate that the group will be able to
overcome this handicap.

Clerical assistance at least during the first few months of operation, payroll deductions, and office space are
desirable aids in the development of a credit union. Plans for overcoming any obstacles to effective operation such
as lack of office space or scattered field of membership should be described briefly. If more space is needed than
that provided, a separate sheet may be used.

C. CHARACTER AND FITNESS OF SUBSCRIBERS
The names and addresses of the subscribers should be recorded legibly and completely initem C. 1. of this

report. It is from this information that the Administration prepares section 3 of the charter. The names of the
subscribers must be IDENTICAL to their signatures on the Organization Certificate.
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D. SUBMITTAL OF CHARTER APPLICATION

In addition to this Investigation Report, the following should be submitted to the appropriate regional
director of NCUA:

1, Organization Certificate, NCUA 4008- two notarized originals. At least seven, but no more than ten
persons, must sign both copies of the organization certificate. Signatures on both copies must be identical. The
person administering the oath must not be one of the subscribers. The oath on both copies of the organization
certificate must be executed and show the notary’s seal and date the commission expires as required by State law;

2. Report of Official and Agreement to Serve, NCUA 4012- one original for each board member, credit
committee member, and supervisory committee member;

3. Application and Agreements for Insurance of Accounts, NCUA 9500- one original;

4. Business Plan - refer to Chapter 1 of the Chartering and Field of Membership Manual for a discussion
of the components of an acceptable business plan.

5. Certificate of Resolution, NCUA 9501- one original.
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NATIONAL CREDIT UNION ADMINISTRATION

FEDERAL CREDIT UNION

(A corporation chartered under
the laws of the United States)

CHARTER NO.

NCUA 4008
1



ORGANIZATION CERTIFICATE

FEDERAL CREDIT UNION

Charter No.

TO NATIONAL CREDIT UNION ADMINISTRATION:

We, the undersigned, do hereby associate ourselves as a Federal credit union for the pur-
poses indicated in and in accordance with the provisions of the Federal Credit Union Act, (12
U.S.C. 1751 et seq.). We hereby request approval of this organization certificate; we hereby
apply for insurance of member accounts; we agree to comply with the requirements of said
Act, with the terms of this organization certificate and with all laws, rules, and regulations now
or hereafter applicable to Federal credit unions,

(1) The name of this credit union shall be

Federal Credit Union.

(2) This credit union will maintain its office and will operate in the territory described
in the field of membership.

NCUA 4008
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(3) The names and addresses of the subscribers to this certificate and the number of
shares subscribed by each are as follows:

NAME ADDRESS SHARES

(4) The par value of the shares of this credit union will be as stated in the bylaws.

(5) The field of membership shall be limited to those having the following common bond:

NCUA 4008
3



(6) The term of this credit union’s existence shall be perpetual: Provided, however, that
upon the finding that this credit union is bankrupt or insolvent or has violated any provision
of this organization certificate, of the bylaws, of the Federal Credit Union Act including any
amendments thereto or thereof, or of any regulations issued thereunder, this organization cer-
tificate may be suspended or revoked under the provisions of Section 120 (b) of the Federal
Credit Union Act.

(7) This certificate is made to enable the undersigned to avail themselves of the

advantages of said Act.

(8) The management of this credit union, the conduct of its affairs, and the powers,
duties, and privileges of its directors, officers, committees and membership shall be set forth
in the approved bylaws and any approved amendments thereto or thereof.

IN WITNESS WHEREOF we'have hereunto subscribed our names this

day of , 19

Subscribed before me, an officer competent to

administer oaths, at

CITY/ISTATE

this day of

19

Signed

Title

(Notary public or other competent officer)

‘At least seven signers none of whom should administer the oath

NCUA 4008
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APPROVAL OF ORGANIZATION CERTIFICATE
AND CERTIFICATION OF INSURANCE

Pursuant to the provisions of the Federal Credit Union Act (12 U.S.C. 1751 et. seq.), the

foregoing organization certificate and insurance of member accounts of

Federal Credit Union are approved

this day of , 19

CHAIRMAN

NATIONAL CREDIT UNION ADMINISTRATION

NCUA 4009



REPORT OF OFFICIAL AND AGREEMENT TO SERVE

TO: NATIONAL CREDIT UNION ADMINISTRATION
(Type or Print)

Proposed Federal Credit Union
O Mr. O Ms. Title of Newly
Name Elected/Appointed Credit Union
O Mrs. O Miss , Position
Last First Middle

Maiden Name (i Different From Above)

Address (Res.)

Street City State Zip Code
Phone + Area Code
(Residence) (Business)
Place of Birth : Date of Birth
City/State Social Security
Employer Number
Type of Business
Number of years with present employer ______ Your position title

Education background (circle highest grade completed)
1234567891011 12 1 2 3 4 y MAIJORFIELD OF STUDY
(Grade and High School) (College)

Other training or experience

Are you willing to accept the position of trust for which you have been selected and to remain in office until
such time as a qualified successorisfound? . .. ... ... O Yes O NO

Have you been informed as to the general duties and responsibilities of an official of the proposed Federal
credit union and are you willing to devote the time necessary to familiarize yourself with and to perform

Estimated number of hours per month you will be able to donate as a volunteer

IF THE ANSWER IS YES TO THE FOLLOWING QUESTION, PLEASE PROVIDE INFORMATION AS INSTRUCTED ON
REVERSE SIDE OF THIS FORM:

Have you ever been convicted of any CRIMINAL OFFENSE involving dishonesty or a breach of trust?. . . .. .. 0 Yes [0 No

To facilitate the process of obtaining a credit and background check, please provide the following:
2. Any other names which you have used , and,
2. Previous address, (if your address changed over the past 2 years).
3. Name of Spouse

READ THE FOLLOWING CAREFULLY BEFORE SIGNING

CERTIFICATION AND AGREEMENT TO SERVE:

| certify that the information provided on this form is true and correct. Further, 1, the undersigned, having been duly designated
to occupy the position(s) indicated above, do hereby agree to serve in the above-stated office(s) of this proposed credit union
until the first annual meeting held in accordance with the Federal Credit Union Act and the bylaws of this credit union and
until the election of my successor(s). | further pledge to carry out the duties and responsibilities commensurate with said office(s)
as promulgated by the Federal Credit Union Act and the bylaws of this credit union. | have read the Privacy Act Notice on
the reverse side of this form.

Date Signature Witness
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PRIVACY ACT NOTICE

The Privacy Act of 1974 (Public Law 93-579) requires that you be advised as to the legal authority, purpose and uses
of the information solicited by this form. Pursuant to Sections 104 and 205(d) of the Federal Credit Union Act, the information
in this form is requested for the purpose of completing the investigation required for a new Federal credit union. The informa-
tion in this form will be primarily used in considering the soundness of the management for the proposed Federal credit union.
However, this form may be disclosed to any of the following sources: a congressional office in response to your inquiry to
that office; an appropriate Federal, state or local authority in the investigation or enforcement of a statute or regulation; or
employees of a Federal agency for audit purposes. Failure to complete this form or omission of any item of information, except
for disclosure of your social security number, may result in a delay in the process for chartering the proposed Federal credit
union. In accordance with Section 792.36 of NCUA'S regulations, you are not required to furnish your social security number
on this form. Your social security number, if voluntarily provided, will be used to more easily verify the information required
by this form. No penalty will result to you as a management official or to the chartering of the proposed Federal credit union
if you do not provide your social security number.

Further information needed if answer to CRIMINAL OFFENSE question on reverse side of form was YES:

CRIMINAL OFFENSE:

Nature of offense

Date of occurrence Date of conviction

Sentence conferred

(Attach a separate sheet if space provided is not adequate)
CRIMINAL OFFENSE GUIDELINES

The Federal Credit Union Act, Subchapter I, section 205(d), requires that, “Except with the written consent of the Ad-
ministrator, no person shall serve as director, officer, committee member, or employee of an insured credit union who has
been convicted or who is hereafter convicted, of any criminal offense involving dishonesty or breach of trust.” To assist the
Administrator in making a determination of the fitness of a person who is selected to serve and who the organizer believes
is qualified to serve as an official, the specific information above will need to be furnished,

If the Board believes that, in view of the facts presented and the date of the offense, they can give their consent to
the appointment they will so advise that person in writing. If on the other hand, the Board believes after careful consideration
that they cannot in good conscience give their written consent to the appointment they will contact the organizer and ask
that another person be selected for the position. The person selected will have to complete a Report of Official and Agreement
to Serve.

An indication of whether the bonding company would agree to provide coverage should be included if the person is
to serve as treasurer. Bonding company agrees to provide coverage [ Yes [ No.
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APPLICATION FOR FIELD OF MEMBERSHIP AMENDMENT

(Attach a separate application for each group included in your request for expansion.)

. Name and address of credit union:

. Name of group/association to be added:

(If Association, include Charter/Bylaws.)

Description of business:

Address:

. Tota number of potential employees/members to be added:

Sponsor’s headquarters location:

If relevant, work and/or paid from location: aso indicate the number of employees at each

location:

. Distance to nearest credit union service facility group has access to:

Address of the nearest service facility group has access to:

. Is the group €eligible for membership in any other credit union? NO _ Yes
If yes, give the name and location of the other servicing credit union. Also include, if

applicable, aletter of release from the overlapped credit union.

. Attach aletter, on letterhead stationery if possible, from the group requesting credit union

service.

NCUA 4015
Page 1




The regional director may request other documentation appropriate to the situation. This may
include current financia statements, branch office financial statements, or other data.

Other comments;

Name and title of credit union board-authorized representative

(e.g., Credit Union Manager/President/ CEO-Please print or type)

Signature

(Date)

NCUA 4015
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NOTICE OF MEETING OF THE MEMBERS

FEDERAL CREDIT UNION

(City) (State)
THIS PROPOSITION WILL BE DECIDED BY A MAJORITY OF THE MEMBERS WHO VOTE.

Notice is hereby given that a meeting of the members of
Federal Credit Union,
has been called and will be held at

on ,19 |, at o'clock, _ .M. for the purpose of considering and
voting upon the following resolution:

“RESOLVED, That the Federal Credit

Union be converted to a credit union chartered under the laws of the State of and
that its operation under Federal charter be discontinued.

RESOLVED FURTHER, That the board of directors and the officers of this credit union be and are hereby
authorized and directed to do all things necessary to effect and to complete the conversion of this credit
union from a Federal to a State-chartered credit union”

The board of directors of this credit union has given careful consideration to the advantages and the disadvantages
of the proposed conversion and believes it to be in the best interest of the members for the following reasons:

The proposed conversion would result in the following disadvantages or adverse changes in services and benefits to
the members of the credit union:

NCUA 4221



The board of directors recommends that the members approve the proposal to convert to a State charter
The members’ accounts will L] will not L continue to be insured by the National Credit Union Share Insurance Fund.

Attached is your ballot. You are urged to bring your ballot to the meeting and to cast your vote after hearing the discus-
sion of the proposal. If you cannot attend the meeting, you are urged to mark your vote, date and sign your ballot, have

it postmarked no later than the date and the time announced for the meeting of the members, and mail it to the following
address:

BY ORDER OF THE BOARD OF DIRECTORS

TITLE:
(CHIEF EXECUTIVE OFFICER)

TITLE:
(CHIEF RECORDING OFFICER)

Issued

(Date)
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APPLICATION TO CONVERT FROM A STATE TO A FEDERAL CREDIT UNION

The Credit Union of (city), —____ (State), incor-

porated under the laws of the State of on ,19 |, by decision of its
board of directors, hereby makes application to the National Credit Union Administration to convert to a Federal credit union.

1. Field of membership of State-chartered credit union. (Use exact wording of charter, articles of incorporation or bylaws,
as amended to date.)

2. Is proposed Federal charter to cover same field of membership? Yes [J No [ If answer is “No,” explain fully:

3. Standard financial and statistical reports as of 19 . or comparable forms of reports, certified
correct by the treasurer and verified by the affidavit of the president or vice-president, are attached.

4. A schedule of delinquent loans classified 2 to 6 months, 6 to 12 months, and 12 months and over delinquent is attached.
(As a minimum, schedule should include for each delinquent loan: loan date, last payment date, unpaid balance, security,
and comment on collectibility.)

5. The following policies on loans to members are currently in effect in this credit union:

a. Interest rates on loans:

b. Charges incident to making loans which are passed on to borrowers:

c. Maturity limits:

d. Unsecured loan limit:

e. Secured loan limit:

f. Types of security accepted:

g. Requirements of amortization (Repayment requirements):

6. Attached is a list of unsecured loans in excess of the amounts stipulated in the Act. (For each loan show account number,
original amount, terms, and unpaid balance.)

7. Attached is a list of loans with maturities in excess of periods stipulated in the Act and the NCUA Rules and Regulations.
(For each loan show account number, original amount, terms, unpaid balance, and security.)

NCUA 4401



8. Types of accounts which members are required or are permitted to maintain: Share [] Deposit [] Other [1 (describe):

9. Describe any real estate owned by credit union, including a list of its current market value:

10. Describe and list any investments which are outside of the investment powers of Federal credit unions (Refer to Section
107(7), Federal Credit Union Act):

11. Names and locations of any depository institutions in which the credit union deposits its funds but which are beyond the
purview of deposit powers authorized by Section 107(8) of the Federal Credit Union Act.

12. Describe any services rendered to or on behalf of members or of the public, other than accepting and maintaining ac-
counts of members and making loans to members:

13. Describe what you propose to do about any policies, procedures, assets or liabilities which do not comply with the Federal
Credit Union Act:

14. Give specific reasons as to why you desire to convert to a Federal credit union:

We hereby authorize the National Credit Union Administration to examine our books and our records and agree to pay an
examination fee in accordance with Section 701.6 of the National Credit Union Administration Rules and Regulations.

We, the undersigned Chief Executive Officer and
Chief Financial Officer of the Credit
Union of , State of certify:

That we are the duly elected Chief Executive Officer and the Chief Financial Officer, respectively, of said credit union; that
the statements made in this Application to Convert from a State to a Federal Credit Union and the schedules attached hereto
are true, complete, and correct to the best of our knowledge and belief and are made in good faith.

TITLE:
(CHIEF EXECUTIVE OFFICER)

TITLE:
(CHIEF FINANCIAL OFFICER)
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AFFIDAVIT
PROOF OF RESULTS OF MEMBERSHIP VOTE ON PROPOSED CONVERSION

We, the undersigned
president/vice president and
secretary of the Federal Credit Union, hereby swear or affirm as
follows:

1. That the conversion proposal as set forth in the attached Notice of Meeting of the Members was fully
explained to the members present at said meeting of members.

2. That on the date of the said meeting of members there were members of this
credit union qualified to vote; —________ members were present at said meeting; of those members
present, ______ members voted in favor of the conversionand _—___________ members
voted against the conversion; of those members not present at the meeting but who filed ballots,

members voted in favor of the conversion and —________ members voted against the
conversion; and that, without duplication of the votes of any member, atotal of —— members
voted in favor of the conversion and members voted against the conversion.

3. That the action of the members of this credit union at said meeting is fully and completely recorded in
the minutes of said meeting and all ballots cast by the members on the question of conversion, either
at the meeting or by delivery to the credit union, are on file with the secretary of this credit union.

TITLE:
(CHIEF EXECUTIVE OFFICER)

TITLE:
(CHIEF RECORDING OFFICER)

Federal Credit Union

Subscribed before me, an officer competent to administer oaths, at

, this day of , 19

Signed

(SEAL)

Title

(Notary Public or other competent officer)

My Commission Expires , 19
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BALLOT FOR CONVERSION PROPOSAL

I have read the notice concerning the meeting of the members of the

Federal Credit
Union called for , 19

. to consider and to vote upon the following proposition:

“RESOLVED, That the

Union be converted to a credit union chartered under the laws of the State of
operation under Federal Charter Number be discontinued.

Federal Credit
, and

RESOLVED FURTHER, That the board of directors and the officers of this credit union be and are hereby

authorized and directed to do all things necessary to effect and complete the conversion of this credit
union from a Federal to a State-chartered credit union. ”

| hereby cast my vote on the proposition: (Place an X in the square opposite the appropriate statement.)

I vote for the conversion [J

| vote against the conversion U

(Account Number) (Signature of Member)

Date
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APPLICATION AND AGREEMENTS FOR INSURANCE OF ACCOUNTS

Date
TO: The National Credit Union Administration Board (Board)
The proposed Federal Credit Union,
(Mailing Address)
(City) (State) (Zip Code)

applies for insurance of its accounts as provided in Title Il of the Federal Credit Union Act, and in consideration of the granting
of insurance, hereby agrees:

1. To pay the reasonable cost of such examinations as the Board may deem necessary in connection with determining
the eligibility of the application for insurance.

2. To permit and pay the reasonable cost of such examinations as in the judgment of the Board may from time to time
be necessary for the protection of the fund and of other insured credit unions.

3. To permit the Board to have access to any information or report with respect to any examination made by or for any
public regulatory authority and furnish such additional information with respect thereto as the Board may require.

4. To provide protection and indemnity against burglary, defalcation, and other similar insurable losses, of the type,
in the form, and in an amount at least equal to that required by the laws under which the credit union is organized
and operates.

5. To maintain such regular reserves as may be required by Section 116 of the Federal Credit Union Act.

6. To maintain such special reserves as the Board, by regulation or in special cases, may require for protecting the
interest of members.

7. Not to issue or have outstanding any account or security the form of which, by regulation or in special cases, has
not been approved by the Board.

8. To pay and maintain the capitalization deposit required by Title Il of the Federal Credit Union Act.
9. To pay the premium charges for insurance imposed by Title Il of the Federal Credit Union Act.

10. To comply with the requirements of Title Il of the Federal Credit Union Act and of regulations prescribed by the Board
pursuant thereto.

11. To permit the Board to have access to all records and information concerning the affairs of the credit union and to
furnish such information pertinent thereto that the Board may require. -

12. To comply with Title 18 of the United States Code and other pertinent Federal statutes as they may exist or may
be hereafter promulgated or amended.

We, the undersigned, certify to the correctness of the information submitted. In support of this application the undersigned
submit the Schedules described below:

Schedule No. Title

We, the undersigned, further certify that to the best of our knowledge and belief no proposed officer, committee member,
or employee of this credit union has been convicted of any criminal offense involving dishonesty or a breach of trust, except
as noted in attachments to this application. We further agree to notify the Board if any proposed or future officer commits
a criminal offense.

Chief Executive Officer Chief Financial Officer

Note: A willfully false certification is a criminal offense. U.S. Code, Title 18. Sec. 1001.
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CERTIFICATION OF RESOLUTIONS

FEDERAL CREDIT UNION (PROPOSED)

We certify that we are the duly elected and qualified chief executive officer and recording officer
of the above-named proposed Federal credit union and that at the charter-organization meeting
the board of directors passed the following resolution and recorded it in its minutes:

“Be it resolved that this credit union apply to the National Credit Union
Administration Board for insurance of its accounts as provided in Title Il of
the Federal Credit Union Act.

Be it further resolved that the president and treasurer be authorized and di-
rected to execute the Application and Agreements for Insurance of Accounts
as prescribed by the Board and any other papers and documents re-
quired in connection therewith; to pay all expenses and do all other things
necessary or proper to secure and continue in force such insurance.”

Chief Executive Officer

Recording Officer, Board of Directors

NCUA 9501



INFORMATION TO BE PROVIDED IN SUPPORT OF THE APPLICATION OF A STATE CHARTERED

CREDIT UNION FOR INSURANCE OF ACCOUNTS

credit union
1. Show below the location of the credit union’s books and reeds.
(Street Address)
(City) (state) (zip) (Telephone)
2. Show the date (month, day, year) in which the credit union was chartered. 19
3. Attach a copy of the credit union’s field of membership as shown in the charter, articles of incorporation and/

e

or bylaws, as amended to date. Please identify it as the first schedule in the consecutive number sequence, as
discussed in the instructions. schedule No.
Potential membership (total number of persons who could be served including present members.

Describe type activity sponsor organization is engaged in. (See instructions pertaining to item No. 5.)

Does the credit union operate under standard bylaws provided by
. : Yes[] NO [ ]
the state supervisory authority. (Stop) (Completea)
a. Attach a copy of the current official bylaws under which the
credit union operated. Schedule No.

Is the credit union under any administrative restraints by the Yes [] No []
State Supervisory Authority? (Completea.) (Stop)
Explain fully on an attached schedule. Schedule No.
. Attach a copy of the latest State supervisory authority examination. Copies of any correspondence from the

accountant’ s report if madein lieu of a State supervisory authority examination. Copies of any correspondence
from the State supervisory authority which accompanied the examination report should also be included.

. Attach copies of the Balance Sheet and of the Statement of Income and Expense (or Financial and Statistical

Report) for the month preceding the date of this application and for the same month of the preceding year.
schedule Nos. . (Identify current year statement with (@) after schedule no. and previous Y ear with(b).)

10.Reserves

a. Show below the requirements of the State law and/or your bylaws for transfer of earnings to reserves (either
monthly or at the end of each accounting period).

11.Delinquent Loans and Charged-off Loans

a. Attach a copy of the delinquent loan list as of the month-end preceding the date of this application. See
instructions pertaining to Item No. 11 a. on page 7. Schedule No. .

NCUA 9600 Page 1



b. List below the requested information on delinquent loans for the last four calendar quarters preceding the date of the
application (March 31, June 30, September 30 and December 31). Also show total share and loan balances for all
members for same period.

() (b)
*Other Delinquent Delinquent Date Date Date Date
Categories Categories

2 mos. to less than

6 mea. $ $ $ $
6 mos. to less than

12 mos. $ $ $ $
12 mos. and over $ $ $ $
Totals

Share Balances $ $ $ $
Loan Balances $ $ $ $

*See instructions pertaining to Item No. 11 b.

c. List below the requested information on loans charged off during the last three years and the current year. List total
of all reserves both revocable and irrevocable for the same period as (balance at year-end or current period).

19 19 19 Current Yr. to Date *Totals Since
19 Organization

Total Charged Off

Total Recovered

Net Charged Off

Total of all
Reserves
*this information is available.
12. Does the credit union have any unrecorded or contingent liabilities Yes |:| No |:|
(including pending law suits or civil actions)? (Complete a.) Sto

. .. . Stop) ,
a. List on a schedule the complete description of such liabilities, including amounts, status of the items, and a descrip-
tion of the circumstances creating the liabilities or contingent liabilities. Schedule No,

13. Do any asset accounts (other than loans to members, investments, Year |:| No |:|
and real estate) have actual values leas than the book values (complete a.) (stop)
shown on the Balance Sheet?
a. List on a separate schedule a description of such assets, showing at least the following information: account
number, description of item, book value and actual value. Schedule No.

14. List below or on an attached schedule any investments or real estate as discussed in the instructions pertaining to

Item No. 14. Schedule No. . Attach a copy of the credit union’s current investment policies.
Investments/Loans to Credit Union Service Organization (CUSO) should be listed separately on page 6.

Description of Item Current Market Value Current Book Value
$ $
$ $
$ $
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15.

16.

17.

18.

19.

20.

21.

Individual Share and Loan Ledgers:

a. Were the totals of the trial balance tapes of the individual share and Yes [ ] No
loan ledgers in agreement with the balances of the respective general (stop) (Completeb.)
ledger control accounts as of the month-end preceding the date of
this-application?

b. What are the differences as of the month end preceding the date of this application?

Shares Loans
Balances in General Ledger $ $
Totgl; of the trial balance of the $ $
individual ledgers
$ $

Differences

Supervisory Committee:
a. What is the effective date of the last complete comprehensive annual audit performed by the supervisory
committee? Effective Date
(2) If the effective date of the annual audit is not within the last 18 months what is the supervisory committee’s target
date for completion of a comprehensive audit? Date

b. Show the effective date of the supervisory committee’s last controlled verification of all members’ accounts:
Effective Date
(2) If all members’ accounts have not been verified under controlled conditions during the last two years what is the

supervisory committee’s target date for completion of the verification program?
Date

c. Ifitis necessary to complete either 16a(1) or 16 b(1), please describe the directors’ plans for seeing that the target
dates are met. (DISCUSS below or on an attached schedule.) Schedule No.

Surety Bond. List below the credit union’s surety bond coverage.
a. Name of carrier
b. Standard form number of the bond

(i.e. 23,576, 577,578,581, 562 CU-1, other)
Basic amount of coverage $
Bond premium paid to (date)
What is the amount of coverage required by State law or your bylaws?
Riders to the bond (list below)

(i.e., faithful performance, forgery, misplacement, etc.)

~o oo

Credit Union Services
Does the credit union render any services to or perform any functions on Yes [ ] No
behalf of the members, non-members, organizations, or the public other (Completea.) (Stop)
than the usual savings and loan services for members?

a. Attach a schedule describing each activity in full. Schedule No.

Does the credit union know of any adverse economic condition that is Yes [ ] No

affecting or will affect its present or future operation or that of the (Completea.) (Stop)

sponsor organization?

a. Attach aschedule describing the condition and its possible effect on the credit union’s future.
Schedule No.

To the best of the credit union’s knowledge and belief, has any director, Yes |:] No |:]
officer, committee member, or employee been convicted of any (Completea.) (Stop)
criminal offense involving dishonesty or breach of trust?

a. Attach a statement describing the circumstances. Schedule No.

Lending policies and practices:
a. Complete (on page 4) showing the present policies and practices on loans to members.
b. Complete page 5in accordance with the instructions pertaining to Item No. 21 b.
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Maximum

1. Credit Union Policies and Practices

a. Unsecured Loan Limits

eeeeeeeeeeeee

eeeeeeeeeeeeeeeee

c. Loans to Organizations

oo %///////////////

////////

List below or on an attached page, any additional policies, including the interest rates applied to members’ loans and the
method of assessing and accounting for interest income, i.e.: add-on, discount or unpaid balance

00000000



SCHEDULE OF LARGEST LOANS

Complete this form as discussed in the instructions pertaining to Item 21 b.

Account
No.

Unpaid Loan
Balance

Repayment
Period
(No. Months)

Status of

Repayment

Current

Delinquent
(No. Months)

Appraised
Collateral
Value*

Description of
Collateral

*there is more than one type of collateral assign value to each type.

NCUA 9600
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CREDIT UNION SERVICE ORGANIZATION

(CUSO)
1. Name of CUSO
2. Date of CUSO’S Organization
(Date of obtaining charter from State)
3. Type of organization (circle one):
a. General Partnership ¢. Joint Ownership
b. Limited Partnership d. Corporation

4. Owners of CUSO (list name, charter number if FCU, and percentage of ownership, if possible).
Name - Charter Number (if FCU) % Name - Charter Number (if FCU)

a.

%

b

(Continue on reverse side if additional space is required)

5. Capitalization (list investors and amount of investment in CUSO).

Name - Charter Number (if FCU) Amount Name - Charter Number (if FCU) Amount

a.

b.

(Continue on reverse side if additional space is required)
6. List all known services which are being offered by the CUSO (be as specific as possible),
7. Comments (include all other pertinent information, if applicable, not previously discussed).
8. Attach latest Financial and Statistical Report of CUSO, if available.
NCUA 9600 Page 6



INSTRUCTIONS FOR COMPLETION OF APPLICATION OF A STATE CHARTERED CREDIT UNION
FOR INSURANCE OF ACCOUNTS

The application and all supporting documents should be
prepared, photocopied, and submitted in accordance with the
procedures outlined in the letter that transmitted these instruc-
tions. Additional schedules may be included if deemed
appropriate.

All items should be completed. If the answer given to a
question is followed by the word “Stop,” proceed to the next
numbered question. If, however, the answer given is followed
by instructions, the additional parts of that question should
be completed before going on to the next question.

When page 1 specifies that a schedule should be prepared
and attached, please assign a schedule number in con-
secutive order, starting with number one. Please show the
schedule number at the top right-hand corner of the schedule.

Some of the items are self-explanatory and require no
special instructions. Other items, however, need special ex-
planations, definitions, and instructions for completion. These
are listed below, identified by the same item numbers as
appear in Exhibit A.

Item No. 5: Show whether the sponsor organization is
associational, occupational or residential. If occupational,
please show the specific products or services produced.

Item No. 10: Reserves: The term “reserve” in Exhibit A
means that account, or accounts, which represents
segregated portions of earnings as provided by the law,
bylaws, and/or the credit union's management for the absorp-
tion of losses relating to loans to members. (These accounts
are usually called Regular Reserve, Reserve for Bad Debts,
Guarantee Reserve, Guarantee Fund, Special Reserve for
Losses, and Allowance for Loan Losses.)

Item No. 11 a: The delinquent loan list requested should
include, for each delinquent loan, the account number of the
borrower, date of loan, original amount of loan, unpaid
balance, date of last payment of principal, excluding transfers
from pledged shares, collateral, and comments regarding the
collectibility of each loan in the categories 6 months to less
than 12 months and 12 months and over. Payments of in-
terest only should be so identified.

For the purpose of this application, loan delinquency will
be determined on the basis of the borrowers’ payments in
relation to the terms of the notes, as follows:

If aloan is in arrears by two monthly payments plus
any part of the third payment, the loan is 2 months delin-
qguent and, therefore, the entire unpaid balance is
shown in the 2 months to less than 6 months category.
A loan in arrears a total of 6 monthly payments plus
any part of the seventh payment would be 6 months
delinquent and the entire unpaid balance shown in the
6 months to less than 12 months category. A loan in
arrears a total of 12 monthly payments plus any part
of the thirteenth payment would be 12 months delin-
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guent and the entire unpaid balance shown in the 12
months and over category.

Item No. 11 b: the schedule provided for the delinquent
loan information is set up in delinquency categories of 2
months to less than 6 months, 6 months to less than 12
months, and 12 months and over. Credit unions that com-
pute delinquency using categories other than shown in col-
umn (b) may use these other categories and show them in
column (a). Credit unions using column (a) need not show
the delinquencies in the column (b) categories. It is not
necessary to report on loans which are delinquent less than
2 months.

Adverse Trends: If items 8, 9, or 11 indicate adverse
trends such as significant decreases in shares, loans or
reserves, increases in loan delinquency or loan charge-offs,
or unresolved serious exceptions shown in the State examina-
tion report the credit union may attach an explanation and
identify it as “Explanation of Adverse Trends or Unresolved
Examination Exceptions” and assign it a schedule number.

Item No. 14: This item need be completed only if the credit
union owns any of the following:

A. Investments in U.S. Government securities guaranteed
as to principal and interest or Federal Agency securities,
the market value of which is now less than the book
value.

@

Real estate other than that used entirely for the credit
union’s own office(s).

C. Other investments of any type except:

1. Loans to other credit unions.

2. Certificates of, or accounts in, federally insured sav-
ings and loan associations.

3. Certificates of deposit in National or State banks.

4. Deposits or accounts in State central credit unions.

5. Common trust investments with International Credit
Union Services Corporation (ICUS).

If corporate bonds are listed, please show maturity date,
rate of interest on bonds and current yield rate.

If stocks are listed, please show number of shares and
bid price.

Please identify the source of the market valuation infor-
mation and the date of such information.

Item No. 21 b: The largest loans to members should be
shown on page 5. In selecting the loans for this Exhibit, list
the largest outstanding unpaid loan balance and proceed in
descending order by dollar amount until the number specified
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below has been shown. The number of such loans to be listed
will be determined as follows:

You should list the
following no. of
the largest unpaid

If your credit
union has the
following no. of

outstanding loans balances
Under 100 5
100 to 199 10
200to 299 15
300 to 399 20
400 or more 25

If any of the above loans are delinquent, please show the
number of months delinquent in the appropriate “ Status of
Repayment” column.

Page 6: Complete page 6 for each investment/loan to a
Credit Union Service Organization (CUSO).

TERMINATION OF INSURANCE

Should the credit union, after obtaining insurance of
member accounts, desire to terminate its insured status, this

NCUA 9600

could be accomplished by complying with the provisions of
Section 206(a), (c) and (d) of Title Il of the Federal Credit Union
Act. This action would require approval by a vote of the ma-
jority of the members, and ninety days written notice of the
proposed termination date to NCUA. Member accounts would
continue to be insured for one year following termination of
insurance and the insurance premium would be paid during
that period. After termination of insurance, the credit union
shall give prompt and reasonable notice to all members
whose accounts are insured that it has ceased to be an
insured credit union.

Sections 206(a)(2) and 206(d)(2) and (3) of the Act provide
that an insured credit union may also terminate its insurance
by converting from its status as an insured credit union under
the Act to insurance from a corporation authorized and duly
licensed to insure member accounts. In this event, approval
is required by a majority of all the directors and by affirmative
vote of a majority of the members voting, provided that
at least 20 percent of the members have voted on the
proposition. Under this provision for termination, insurance
of member accounts would cease as of the date of
termination.
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APPLICATION AND AGREEMENTS FOR INSURANCE OF ACCOUNTS
STATE CHARTERED CREDIT UNION

Date
TO: The National Credit Union Administration Board
Credit Union,
Insurance Certificate Number (if applicable)
(mailing address) (city) (state) (zip code)

1. To permit and pay the cost of such examinations as the

NCUA Board deems necessary for the protection of the
interests of the National Credit Union Share Insurance
Fund;

. To permit the Board to have access to all records and
information concerning the affairs of the credit union, in-
cluding any information or report related to an examina-
tion made by or for any other regulating authority, and
to furnish such records, information, and reports upon
request of the NCUA Board;

. To possess such fidelity coverage and such coverage
against burglary, robbery, and other losses as is required
by Parts 701.20 and 741 of NCUA'S regulations;

. To meet, at a minimum, the statutory reserve and full
and fair disclosure requirements imposed on Federal
credit unions by Section 116 of the Federal Credit Union

Act and Parts 702 of NCUA'S regulations, and to maintain

such special reserves as the NCUA Board may by regula-

tion or on a case-by-case basis determine are necessary

to protect the interests of members. Any waivers of the

statutory reserve or full and fair disclosure requirements

or any direct charges to the statutory reserve other than

loss loans must have the prior written approval of the

NCUA Board. In addition, corporate credit unions shall

be subject to the reserve requirements specified in Part
704 of NCUA'S regulations;

. Not to issue or have outstanding any account or security
the form of which has not been approved by the NCUA
Board, except accounts authorized by state law for state
credit unions;

. To maintain the deposit and pay the insurance premium
charges imposed as a condition of insurance pursuant
to Title Il (Share Insurance) of the Federal Credit Union
Act;

. To comply with the requirements of Title Il (Share insur-
ance) of the Federal Credit Union Act and of regulations
prescribed by the NCUA Board pursuant thereto; and

NCUA 9600

6.

applies for insurance of its accounts as provided in Title Il of the Federal Credit Union Act, and in consideration of the granting
of insurance, hereby agrees:

For any investments other than loans to members and

obligations or securities expressly authorized in Title |

of the Federal Credit Union Act, as amended to establish

now and maintain at the end of each accounting period

and prior to payment of any dividend, an Investment
Valuation Reserve Account in an amount at least equal

to the net excess of book value over current market value

of the investments. If the market value cannot be deter-

mined, an amount equal to the full book value will be
established. When, as of the end of any dividend period,

the amount in the Investment Valuation Reserve exceeds

the difference between book value and market value, the

board of directors may authorize the transfer of the ex-

cess to Undivided Earnings.

9. When a stat-bartered credit union is permitted by state

10.

11.

law to accept nonmember shares or deposits from
sources other than other credit unions and public units,
such nonmember accounts shall be identified as
nonmember shares or deposits on any statement or
report required by the NCUA Board for insurance pur-
poses. Immediately after a state-chartered credit union
receives notice from NCUA that its member accounts are
federally insured, the credit union will advise any present
nonmember share and deposit holders by letter that their
accounts are not insured by the National Credit Union
Share Insurance. Also, future nonmember share and
deposit fund holders will be so advised by letter as they
open accounts.

In the event a state-chartered credit union chooses to
terminate its status as a federally-insured credit union,
then it shall meet the requirements imposed by Sections
206(a)(l) and 206(c) of the Federal Credit Union Act and
Part 741.6 of NCUA'S regulations.

In the event a state-chartered credit union chooses to
convert from federal insurance to some other insurance
from a corporation authorized and duly licensed to in-
sure member accounts, then it shall meet the re-
quirements imposed by Sections 206(a)(2), 206(c),
206(d)(2), and 206(d)(3) of the Federal Credit Union Act.
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In support of this application we submit pages 1-6 and Schedules described below:
Schedule No. Title

CERTIFICATIONS AND RESOLUTIONS

We, the undersigned, certify that we are the duly elected and qualified presiding officer and recording officer of the credit
union and that at a properly called regular or special meeting of its board of directors, at which a quorum was present, the

following resolutions were passed and recorded in its minutes:

We, the undersigned, certify to the correctness of the information submitted.

Be it resolved that this credit union apply to the National Credit Union Administration Board for insurance of its accounts
as provided in Title Il of the Federal Credit Union Act.

Be it resolved that the presiding officer and recording officer be authorized and directed to execute the Application and
Agreement for Insurance of Accounts as prescribed by the NCUA Board and any other papers and documents required
in connection therewith and to pay all expenses and do ail such other things necessary or proper to secure and continue

in force such insurance.

We, further certify that to the best of our knowledge and belief no existing or proposed officer, committee member, or
employee of this credit union has been convicted of any criminal offense involving dishonesty or breach of trust, except
as noted in attachments to this application. We further agree to notify the Board if any existing, proposed or future
officer, committee member or employee is indicted for such an offense.

(Signature) Presiding Officer, Board of Directors

(Print or type Presiding Officer's Name)

(Signature) Recording Officer, Board of Directors

(Print or type Recording Officer's Name)
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National Credit Union Administration

Chartering and Field of M ember ship Manual

NCUA- FM - APPENDI X E -- USE OF OUTSI DE AGENTS TO SCLICIT FI ELD OF
VEVMBERSHI P AVENDMENTS AND MEMBERS 7/ 94

PURPCSE

Thi s appendi x addresses the National Oredit Union Administration's
(NCUA) experience with credit unions and arrangenents whereby agents
outside the organization of the credit union solicit credit union
menbership in conjunction with the sale of products or services. This
section al so provides guidelines for these arrangenents.

Wi | e these guidelines are not mandated by federal |aw or regul ation
they do represent what the NCUA considers to be safe and sound policies
and procedures to protect the credit union's assets. Since state | aws
vary, the guidance may not address every area. Thus, each credit union
consi dering such ventures should obtain a witten legal opinion fromits
counsel, as well as financial counseling fromits normal sources.

BACKGROUND

As credit unions continue to grow and expand their fields of menbership
to select groups, there has been an increased interest by vendors in
mutual |y beneficial relationships. These busi ness dealings involve the
vendor selling services or products and nmay al so include the credit
union's financing the sale of itens. Generally, such arrangenents
operate as foll ows:

The vendor contacts sel ect group sponsors providing infornmation on
the credit union and the insurance or other product to be of fered.
Alternatively, credit unions may initiate relationships, typically
with an autonobile dealer, to finance autos. This is comonly
called "indirect |ending."

The vendor assists the sponsor in requesting inclusion in the
credit union's field of nmenbership. Wth an indirect |ending
arrangenent the vendor may have the purchaser prepare a menbership
application and pronptly subnmts the application, usually by a
fax, to the credit union

After the field of menbership amendnent is approved by NCUA or the
state regul ator, the vendor arranges to meet with enployees. In
the case of individual nenbership applications, approval or denia
by the credit union's nmenbership officer is required prior to
consideration of lending activity. Under no circunstances may a
credit union provide menbership services conditioned upon
subsequent action approvi ng menbership

The vendor represents the credit union to the enpl oyees and
enrolls theminto nenbership in accordance with appropriate | aws,
regul ati ons, and byl aws.

The vendor expl ains the products or services being marketed and
enrolls the enployee in a programor plan. In the case of

i nsurance plans, policies are typically paid by periodic
install nents, and frequently in one |unp sum

The vendor arranges for payroll deductions to the credit union. If
t he enpl oyee has an insurance policy or some other plan with
periodic installments, generally, the credit union's deduction is
i ncreased and arrangenents are nade for the credit union to
forward the appropriate anount to the vendor's conpany.

These arrangenents have been beneficial to some credit unions and
vendors. The credit union receives a service -- solicitation of nenbers
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-- free of charge. Menbership increases and the credit union grows. The
vendor has a marketing tool to conplement its marketing program
Additionally, in the case of insurance vendors, if the credit union
distributes the premuns or other paynents directly to the vendor's
conpany, the vendor's paperwork is greatly reduced.

SAFETY AND SOUNDNESS | SSUES

NCUA s experience in these arrangenents has shown that potential risk to
the credit union exists unless prior planning and internal controls are
in place. NCUA has liquidated or taken adnmi nistrative action in a nunber
of credit unions in recent years when these controls were absent. Sone
unsaf e and unsound practices are described bel ow

The credit union did not investigate the vendor's or the vendor's
conpany's reputation, financial soundness, or the authority to do
business in the state where the credit union operated. In those
cases where NCUA |iquidated the credit unions, the conpanies or
firns were of the fly-by-night variety, out to obtain quick
profits in short periods of tine. Dealing with well established
and reputable firns is inportant if problens arise due to nenber
conplaints. Additionally, in the event of suits against the
conpany or firm adequate financial standing can often mtigate
the credit union's | osses.

The credit union did not review the prograns or products of fered
to "its" new nenbers. In several instances, the policies were life
i nsurance policies or annuity contracts which called for annua
premuns (normally paid by installments) over |ong periods of tine
-- 20 to 30 years. Wile normal for such contracts, they generally
called for limted reinbursement in the event of cancellation, for
i nstance 20 percent reinbursenent, if cancel ed before one year, 45
percent, two years, 55 percent, three years, etc. Many nenbers who
enrolled in these contracts did not understand the terns. Wen

t hey subsequently cancel ed the policy and received only a 20
percent return, they held the credit union responsible. Wiile the
credit union had no legal obligation, it presented public relation
probl ens which coul d have been avoi ded.

The credit union was unfanmiliar with the sal es techni ques used by
the vendor to enroll nenbers into the credit union and in the
vendor's prograns. In the |iquidated credit unions mentioned
above, unethical nethods were used to sign unsophisticated
menbers. It was not uncommon to have themjust sign blank forns
whi ch included a menbership card, payroll deduction authorization,
i nsurance policy, and a |loan application and the first year's
prem um or ot her paynent.

The credit union did not provide witten instructions to the
vendor on procedures to enroll nenbers. Thus the vendor contacted
groups which the credit union was ill-equipped to serve.

The credit union authorized the vendor to approve | oans en masse
to cover first year fees or insurance prem uns. NCUA considers
this an unsafe and unsound practice which will result in
appropriate admnistrative action. In several |iquidated credit
uni ons whi ch had arrangements with i nsurance vendors enpl oyees
were enrolled in the credit union, received a loan to pay the
first year's premum and authorized payroll deductions.

The reason the insurance agency proceeded in this manner was to be
rei nbursed i mredi ately by the carrier for new policies. Such
rei mbursenent ranged from85 to 105 percent of the first year's prem um
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Thus an agency that enrolled just 100 new nenbers for $500 per year

i nsurance contracts could have received $42,500 to $52,500 in fees. This
desire to obtain rei nbursenent clouded the vendor's objectivity and
resulted in menbers having unwanted policies, which they generally
cancel ed. At a mninmum since the policyhol der received only 20 percent
return on the policy, the credit union had a public relations problem
collecting its exposed 80 percent. At the worst, the credit union had a
| oss | oan.

The credit union failed to obtain proper payroll deduction

aut horizations and authority to remt fees or insurance prem uns
to the conpany. In several cases, payroll deduction for al

nmenbers, even those who chose not to enroll in the vendor's
program were sent to the conpany first. The conpany then sent the
unaut hori zed fee or prem um deductions to the credit union. This
procedure exposed the credit union to m sappropriati on of funds by
the conpany, to a potential surety problem and to an uninsured
status until the funds were received in the credit union

In another case, a vendor contracted with a credit union to assi st
credit union nmenbers select, locate, and negoti ate the purchase or
| ease of autonobiles. Menbers paid a fee to the vendor during the
cl osing transacti ons.

The vendor al so provi ded narketing assistance to attract sel ect enpl oyee
groups into the credit union. The vendor was alleged to have falsified
and conceal ed material facts and to have ai ded prospective credit union
menbers in falsifying credit information to the credit union in attenpts
to obtain credit.

In some cases the prospective nmenber obtai ned possession of the

aut onobil e prior to being accepted as a nenber and in other cases prior
to being approved for the financing. Qher operational issues that have
led to abuses are the foll ow ng:

(1) The dealer directly accepting the borrower's paynents.

(2) The deal er nmaki ng payments on behal f of the borrower potentially
di sgui si ng past due accounts.

(3) The borrower/purchaser applying for the title potentially resulting
in an inproperly recorded |lien

(4) The deal er financing the down paynment thus allowi ng the borrower to
have no stake in the coll ateral

(5) The credit union permtting or initiating overdrafts in the vendor
reserve or hol dback accounts. (Sonetimes the credit union requires
deposits fromthe dealer to be held by the credit union to better assure
good faith perfornance by the vendor.)

(6) The credit union placing full reliance on the dealer for credit
checks.

(7) Financing indirect |oans that are out of the credit union's normnal
trade area

(8) The deal er adds costs to the purchase price, such as insurance,
warranties, and taxes, thus |eaving the borrower with no equity in the
car, and the |l ender with an undercoll ateralized | oan

(9) Dealers generate a large volune of loans in an attenpt to overwhel m
credit union staff in hopes that the weaker |oans wll be approved.
(There are instances where deal ers resubnit previously denied | oans
during peak periods in attenpts to get them approved.)
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(10) The dealer inflates the purchase price or the trade in val ues,
resulting in undercoll ateralized | oans.

(11) An increased potential for making | oans to persons who are not
eligible to be credit union nenbers exists because of deal er
i nvol venent .

(12) By allowi ng the dealer to negotiate the contract, including
interest rates, there is a possibility of inequity anong nmenbers.

In many instances, the prospective credit union menber was pressured to
solicit his enployer for inclusion into the credit union's field of
menbership. In certain of these instances, the enpl oyer group had
existing credit union affiliation with another credit union. In certain
ot her instances, the vendor indicated the prospective nmenber was
affiliated with a legitimate group in the credit union's field of
menber shi p, when, in fact, the person was not enpl oyed by the group

The vendor failed to properly conplete required docurmentation for | oans
and | ease agreenents. |In sone cases the vendor indicated excessively
hi gh annual mleage limts in | ease agreenents

RECOMMVENDED | NVESTI GATI VE PROCEDURES

Before entering into an agreenent with a vendor acting as the credit
union's agent in soliciting nmenbership, a federally insured credit union
shoul d thoroughly investigate the inpact of this action on its financia
operations and condition; determne its legal liabilities; clearly
define its noral responsibilities; and assure proper control of these
activities. The follow ng steps are recommended:

Thoroughly investigate the financial condition of al

corporations, partnerships or other entities involved in the
activities. btain and review financial statenents and credit
reports, such as Dunn and Bradstreet, on each entity. Consider the
need for appropriate bondi ng by each conpany.

Revi ew t he organi zational structure and reputation of each entity.
Included in the review should be a certification that each entity
is authorized to do business in the state where the credit union
is authorized to do business.

Revi ew and approve the contracts or policies to be offered. Since
menbers nay hold the credit union norally responsible for problens
whi ch may occur, the officials should consider the inpact of each
contract or policy on its public relations with nenbers.

Determ ne through a witten legal opinion that all forns,
docunents and procedures used by the credit union to obtain
menber shi p, payroll deductions or to transfer funds to a vendor
are legal and protect the credit union.

Ascertain the credit union's liability under the Holder in Due
Course rule.

Determ ne the type of recourse agreement (full recourse, limted
recourse or without recourse) that the credit union will enter
into with the vendor.

Devel op cash flow and budget projections showing the effect of
i ncreased nenbership on the credit union's financial condition and
ability to serve new nenbers.

Track by individual vendor, |oans, |oan delinquency and | oan
| osses for each financing derived fromthe indirect |ending
rel ati onship.
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Devel op procedures to nonitor the activities of vendors as
di scussed bel ow under Agreenents.

Devel op brochures and handouts to be presented to potenti al
menbers. Anong these should be a disclainer that the credit union
does not endorse the products or services and that the vendor can
make no conm tments regardi ng nenbership approval or the granting
of loans. Gther naterials to be presented are discretionary by the
credit union

otain witten confirmation fromsurety that such activities are
bondabl e.

Ensure the individual in charge of indirect lending is experienced
with indirect financing or contacts another credit union with
experience in this type of |ending.

Start slow, utilizing only one or two reputable new car deal ershi ps.
AGREEMENTS

Al arrangenents with a vendor should be in witing and revi ened by
credit union legal counsel. Such agreenents should include, but not be
limted to, the foll ow ng:

Scope of the vendor's authority to contact sponsors, such as
[imts on sponsor's assets, nunber of enpl oyees/potential menbers,
financi al condition, organizational structure, geographica

| ocation, and sponsor stability in the area.

Procedures for the vendor to follow in contacting sponsors. These
shoul d require the vendor to present any product or service as
separate and distinct fromcredit union menbership and to state
that inclusion in the field of menbership is subject to regul atory
approval . There shoul d be absolute indication that the credit
union is not endorsing any products or services marketed by the
vendor .

Procedures for vendors to foll ow once a sponsor is included in the
credit union's field of menbership.

Procedures for autonobile dealers to foll ow when shopping sal es
contracts to | enders.

Under st andi ng and agreements on fees or points paid to autonobile
deal ers.

Agreement that products or services to be offered and materi al s,
brochures and handouts to be presented by the vendor are to be
approved, in advance, by the credit union

Agreement that all approved brochures and handouts of the credit
union will be distributed.

Agreement that credit union representatives nay acconpany the
vendor on contacts w th sponsors and on nenbership enrol | nents.

Agreement that the credit union nay disqualify any vendor or
vendor's representative fromrepresenting the credit union
Ceneral ly such an agreement will include a prelimnary approval
process as well as nonitoring standards to include necessary
credit union training.

Procedures for auditing indirect lending activities with the
deal er.
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Any ot her standard contractual agreenents necessary to contract
| aw.

SUMVARY

Credit unions and vendors can engage in nutually beneficial contractua
agreenents provided that adequate planning and internal controls are
instituted. Gredit unions engaging in these activities should plan
direct, and control these activities in a safe and sound manner
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Credit Union National Association
(CUNA)

P.O Box 431

Madi son, W 53701

608- 231- 4000

Nati onal Associ ation of Federal Oedit Unions
( NAFQU) _

3138 N 10th Street, Suite 300

Arlington, VA 22201

703-522-4770

Nati onal Association of State Oredit Union
Super vi sors ( NASCUS)

1901 North Fort Myer Drive

Suite 201 Arlington, VA 22209

703- 528- 8351

Nati onal Federati on of Community
Devel opnent Oredit Uni ons
(NFCDQU)

120 val | Street, 10th F oor

New Yor k, NY 10005- 3902

212- 809- 1850
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